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MIDYEAR AND LONG-TERM BUDGET PROJECTIONS

MONDAY, JUNE 2, 1975

CoNGRESs OF THE UNITED STATES,
SUBCOMMITTEE ON PRIORITIES
AND Economy IN GOVERNMENT
oF THE JoInT Economic COMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:02 a.m., in room
1202, Dirksen Senate Office Building, Hon. William Proxmire (chair-
man of the subcommittee) presiding.

Present : Senators Proxmire and Percy; and Representatives Hamil-
ton, Brown of Michigan, and Brown of Ohio.

Also present: Richard F. Kaufman, general counsel; Lucy A. Fal-
cone, Jerry J. Jasinowski, L. Douglas Lee; Loughlin F. McHugh, and
Courtenay M. Slater, professional staff members; Michael J. Runde,
administrative assistant; and George D. Krumbhaar, Jr., minority
counsel.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman ProxMIRE. We are pleased to have with us this morning
Mr. James Lynn, Director of the Office of Management and Budget,
and Mr. Alan Greenspan, Chairman of the Council of Economic
Advisers to discuss the mid-year budget revisions, and the long-range
economic projections.

Following these gentlemen we will have Edward Gramlich, Barry
Blechman, and Robert Hartman, coauthors of “Setting National
Priorities: The 1976 Budget.”

1 would like to begin this hearing by making several comments on
the budget revisions and indicating some areas we need to explore more
fully. I will give you the opportunity to make any comments you wish
before we begin the questioning.

First, this is the President’s budget. The numbers in it reflect his
legislative recommendations. They bear only passing resemblance to
reality. Congress has effectively rejected some of the basic assumptions
en}x)bodied in this document, and it is quite likely to reject several
others.

As a forecast of what is likely to happen, this budget review is worse
than useless because for the uninformed reader, it is misleading. There-
fore, I think it is important that we examine the budget implications of
changing some of these assumptions to arrive at a more realistic
estimate.

Second, these budget revisions ignore the entire congressional budget
process. Congress has just completed action on the first concurrent
resolution on the budget and has set tax and spending levels different
from those recommended by the President. The congressional program,

6 3)
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for example, included more funds for public employment programs
than the President has recommended, and he has vetoed that legisla-
tion. I want to know whether we can anticipate further vetoes of
congressional initiatives incorporated in that resolution.

Third, these revisions incorporate a substantially revised economic
outlook. You have raised the estimated unemployment rate for 1975
from 8.1 percent to 8.7 percent but continue to forecast 7.9 percent
for 1976. I presume that this 1976 forecast results from your more
optimistic projection of real economic growth—up from 4.8 percent
to 6.3 percent. I would like to know what is your new source of
optimism. What sectors of the economy do you see expanding rapidly
enough to produce this 6.3 percent real growth rate, bearing in mind
that the President has not recommended an extension of the 1975 tax
cut, and bearing in mind neither the housing industry nor the auto-
mobile industry have been doing as well as many expected?

My fourth point relates to the long-range projections. I understand
that the 1977-80 projections are for planning purposes only and do
not represent a forecast or recommendation by the administration.

However, as a planning tool they can be quite useful. Your projec-
tions show that even with 5 consecutive years of 6.5 percent real
economic growth per year, that growth is 100 percent above our long
term trend but even so we cannot expect the unemployment rate to
fall below 5 percent before 1980.

Furthermore, if instead of using your projection we take the best
5-year average growth rate we have enjoyed in the postwar period
and project it out, the unemployment rate would not fall below 8
percent before 1978, and it would stand above 6% percent in 1980.
These projections clearly illustrate that we must do better than our
best and better than you have projected if the unemployment rate is
to approach a reasonable level in the foreseeable future. It is inter-
esting to note that your projections show that under current law the
actual budget would be approximately balanced in 1978 with a 6.5
percent unemployment rate and would show a $50 billion surplus in
1980 with a 5.1 percent unemployment rate.

Mr. Lynn, Mr. Greenspan, we would be happy to have your
comments.

Senator Percy.

Senator PERcY. Just a brief comment because of the importance to
underline in these hearings the very strong feelings we had when we
put together the Budget %feform Act of 1974. It is important that we
should have this kind of an updating. We have had presented to us
now reestimates on fiscal 1975 that show a surprising and pleasing
upward increase in income that we had not anticipated. We would
lilge to know what the source of that is. I am glad it is on the up side
rather than the downside. I think that in the gscal year 1976 figures,
as they are now refined, we have closer estimates and more realistic
ones but still they do seem to incorporate the 5 percent cap on civil
service pay increases, and the implementation of the President’s en-
ergy program.

So we would appreciate your comments as to whether as a matter
of policy you tilt toward indicating in the forecast what you hope will
come about or what you realistically assume will come about and
what those assumptions are.
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But I certainly appreciate both of you being here this morning. In
the questioning we will try to draw out some of these points. Your
appearance here pursuant to the Budget Reform Act is a very impor-
tant precedent for us to establish and I think again a great step forward
in the closer working relationship between the Congress and the
executive branch of the Government.

Chairman Proxmire. I would like to ask each of you gentlemen if
you would like to comment on our opening remarks in any way. I
thir}xlk I have given you quite a bit to comment on, to agree or disagree
with. ,

Mr. Liynn, would you like to start off?

STATEMENT OF HON. JAMES T. LYNN, DIRECTOR, OFFICE OF MAN-
AGEMENT AND BUDGET, ACCOMPANIED BY HON. ALAN GREEN-
SPAN, CHAIRMAN, COUNCIL OF ECONOMIC ADVISERS; AND DALE
R. McOMBER, ASSISTANT DIRECTOR FOR BUDGET REVIEW, OMB

Mr. LYNN. Yes, Mr. Chairman. I do not have an opening statement
but I would limit myself to a comment or two on your opening re-
marks and Senator Percy’s remarks, if I might.

First, we welcome the opportunity to appear here, too, to answer
your questions with respect to this update. I think being new to my
aﬁﬁsent job I found the update most useful and I am sure the Congress

ill, too.

1'was glad to hear you mention at the outset what the conc%)t is of
the President’s budget because sometimes that concept is lost. By that
T mean that the President’s budget incorporates his proposals to the
Congress of the United States. Of course, where action has already
been taken that foreclosed his proposals, it reflects those changed
circumstances. Thus, it adds $3 billion to the 1975 outlays and $3.8
billion in 1976 outlays by way of changes that are brought about
through congressional action or inaction on some of the President’s
recommended cuts.

As to its being a forecast, of course it is not a forecast in the areas
where there are differences of opinion on policy between the President
and the Congress. I do not believe it is the function of the budget for
the President to either automatically adopt the congressional position
where he may have a difference with, shall we say, certain committee
positions or individual members’ positions, I think he should stick
with his proposals and put them in the budget as his proposals.

Now, on the energy program, that is probably an excellent place
to show how difficult updating the budget becomes. The President has
had an energy program. There has been some activity in the Congress
with respect to energy. There have been a number of proposals put
forward. There has been one bill that has passed the Senate on a small
piece of the matter. In the House of Representatives some very difficult
work and important effort has been made by at least two committees
trying to work toward an energy package, but it seems to me perfectly
appropriate for the President to continue to support his proposal.
irst, I happen to think it is the best around substantively, and
secondly, we have yet to see a congressional position with respect to
energy.
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You did mention that we rejected additional public service jobs in
the Jobs Assistance Act which the President vetoed. I would like to
point out for the record that on the matter of the size of the public
service jobs program, I believe there is little or no difference between
the President’s position and the congressional position. I think there
is some $45 million of additional money for summer youth employment
in the Job Assistance Act over what the President recommended. But
our main difficulty with that act is that under the name Job Assistance
Act it adds a little here, a little there, a little somewhere else to a
whole plethora of programs in the Congress, running from dams and
bridges and highways to buying automobiles and a number of other
things, all under the name of jo%; assistance. To the administration it
is additional stimulus that we can ill afford at this time, given what
it may do to choking off the recovery, and second, even if it did not do
that, it would mean inflation followed by recession a year or year and
one-half from now.

I would urge the Congress that as they look at this budget and as
they look at further steps that they are taking, the time has come
when we must look at 1977 outlay figures as well as 1976. A good
number of things being considered by the Congress, as was the case
with the Job Assistance Act that has been given to the President,
involve heavy outlays in the years 1977 and 1978. I believe most
economists feel there will then be additional activity, strong activity
in the marketplace. The private sector will be on the upslope rather
than the downslope.

So I think the time has come for us to look at 1976 very hard and
continue to look at it but also start looking very hard at outlay effects
in 1977, and so on, and out years beyond that.

Having said that, when you talk about things like upside on the
economy, and so forth, I think I should defer to Mr. Greenspan.
Alan, do you have any thing to add?

Mr. GreENnspaN. No. Imtiink the best way to clarify our position
would be to proceed question by question, Mr. Chairman.

Mr. LynN. Mr. Chairman, I would like to place in the hearing record
the ‘“Mid-Session Review of the 1976 Budget,” prepared by OMB.

Chairman ProxMIRE. Fine.

[The document follows:]
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND: BUDGET
WASHINGTON, D.C. 203503

MID-SESSION REVIEW OF THE 1976 BUDGET

May 30, 1975

NOTE: Detail may not add to totals
due to rounding.




This review of the 1976 budget transmits to the Congress the supple-
mental budget information required by section 221(b) of the Legislative
Reorganization Act of 1970 (P.L. 91-510). It also provides additional
information that will further aid the Congress and the public in assessing
the budget outlook.

Part 1 contains revised budget summaries for fiscal years 1975 and
1976. It also includes data for the transition quarter, extending from
July through September of 1976, that results from the change in the fiscal
year under the Congressional Budget Act of 1974.

The estimates reflect changes that have occurred since the 1976
budget was sent to the Congress in February. In view of Congressional
inaction thus far on the President's energy program, the starting date
assumed has been changed to September 1. The budget as submitted in
February included proposals to limit automatic cost-of-1living increases
in benefit programs to 5% through June 30 of next year. That limit was
also proposed for civil service and military pay increases. The revised
estimates assume that these “caps" will be enacted by the Congress except
for increases effective on or before July 1. Thus, the full effect of the
8% social secufity benefit increase effective on June 1 is included in
the estimates.

Part 2 presents S5-year projections of: Outlays and budget authority
by agency and by function; receipts by major source; outlays for open-
ended programs and fixed costs; and outlays from balances of budget
authority for non-mandatory programs available at the end of fiscal year

1976.




Because Congressional action has not been completed on any of the
1976 appropriations bills and on much substantive legislation, the esti-

mates shown in this review are necessarily tentative.

Part 1. The Budget Outlook for 1975, 1976, and
the Transition Quarter

Budget Totals
The 1975 deficit is now expected to be $42.6 billion, $7.9 billion

above the February estimate. Outlays are now estimated to be $323.6
billion, $10.2 billion more than in February, and receipts are estimated
to be $281.0 billion, $2.2 billion above the February estimate.

The estimated deficit for 1976 has increased by $8.0 billion since
February, to $59.9 billion. Outlays are up by $9.5 billion from the
February estimate to $358.9 billion, and receipts have been revised
upward by $1.5 billion, to $299.0 billionm.

These figures reflect Congressional turndowns of $9.3 billion in
deferrals and $2 billion in reséissions, adding outlays of $0.7 billion
in 1975 and $1.3 billion in 1976. Unless early action is taken by the
Congress on other budget reductions prdposed by the President, this esti-
mate of the deficit for 1976 will rise still further. Should the Congress
fail to take action on any of these reduction proposals, over $8-1/2
billion will be added-to outlays.

The following table compares the current estimates of budget totals

with the estimates shown in the February budget.



Description

Budget receiptS..eeeeeeccecsns .
Budget outlayS..cevecesovesvene

Deficit (=)secevnacanes

Full-employment receiptS.......
Full-employment outlayS........

Full-employment surplus
or deficit ()eeeccens

Budget authority..cecssecesosee

Outstanding debt, end of year:
Gross Federal debt....cvevee
Debt held by the public.....
Debt subject to limit.......

Table 1

BUDGET TOTALS

(fiscal years; in billions of dollars)

1975 1976 Tr. Qtr.

1974 February Current February Current February Current
Actual estimate estimate estimate estimate estimate estimate
264.9 278.8 281.0 297.5 299.0 84.4 86.8
268.4 313.4 323.6 349.4 358.9 94.3 95.8
-3.5 =34.7 -42.6 =51.9 -59.9 -9.8 -9.0
282.2 323.1 323.0 351.8 357.0 98.4 100.0
267.3 306.5 316.7 340.2 349.8 91.9 94.2
14.9 16.6 6.3 11.6 7.2 6.5 5.8
313.9 395.1 408.9 385.8 383.8 88.2 88.8
486.2 538.5 544.5 605.9 617.5 616.8 627.6
346.1 389.6 396.9 453.1 470.9 465.6 482.8
476.0 528.9 534.0 596.4 607.1 607.3 617.2



Economic Assumptions

The economic assumptions through calendar year 1976 reflect a changed
economic forecast, based on experience since the budget assumptions were
developed. They are subject to considerable uncertainty, since economic
forecasting is imprecise. In this context, it should be noted that the
changes from the February budget in the growth of real GNP are minor
relative to the uncertainties involved.

Table 2

ECONOMIC ASSUMPTIONS
(calendar years; dollar amounts in billions)

Actual Forecast
Item 1973 1974 1975 1976

Gross national product:
Current dollars:
AMOUDE . e vevereveorneansssassenensvosses $1,295 §1,397 $1,474 $1,680
Percent Change...ocoeeeeeseensnsnsscens 11.8 7.9 5.5 14.0
Constant (1958) dollars:
AMOUNE s st svcvesaseonnssosssonsoosenennes $839 $821 $792 $842
Percent change....eceecesenscssscsocens 5.9 ~2.1 -3.6 6.3
Incomes (current dollars):
Personal INCOME..csvevevssceacescsoeresess 51,055 $1,150 $1,231 $1,351
Wages and SalarieS...coeeevecescces - $692 $751 $787 $871
Corporate profits....cceevececrcccccnoncans $123 $141 $106 $148
Prices (percent change)-:
GNP deflator:

Year OVEr yeaTe.eeeeseseccecssrscassoes 5.6 10.3 9.5 7.1
Fourth quarter over fourth quarter..... 7.4 12.0 7.8 6.5
CPI:
Year OVEr YeaC...eeeeeveeescccccnsscacs 6.2 11.0 9.1 7.1
December over December......ccceceseeee 8.8 12.2 7.8 5.8
Unemployment rates (percent):
T = 4.9 5.6 8.7 7.9
InSUTEd e eeeesrecresescannscscsossccccnnnsns 2.8 3.8 7.7 6.4
Federal pay raise, October (percent)......... 4.77 5.52 5.00 12.25
Interest rate, 91-day Treasury bills
(PETCent) e s e uneenreenencroressonnsnsncans 7.0 7.9 5.1 5.1

1 The 1975 and 1976 figures reflect the impact on prices of the
President's energy program.

2 Insured unemployment as a percentage of covered employment; includes
unemployed workers receiving extended benefits.

3 Average rate of new issues within period; the rate shown for 1975 and
1976 was the current market rate at the time the estimates were made.
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Budget Receipts
Receipts in 1975 are now estimated to be $281.0 billion, $2.2 billion

above the February estimate. The current estimate for 1976 is $299.0
billion, compared with $297.5 billion in February. These estimates are
based on the economic assumptions presented in Table 2.

These receipt estimates -- including the 1975 estimates -- are tenta-
tive. There is still considerable uncertainty as to what tax collections
will be in June, especially because large corporation income tax payments
are made in that month.

Changes in budget receipts.--Receipts in 1975 are estimated to be

$281.0 billion, $2.2 billion higher than the February estimate. The

Tax Reduction Act of 1975 reduced 1975 receipts by $4.3 billion more than
the tax reduction proposals in the February budget. This amount is more
than offset by reestimates -- particularly of nonwithheld individual
income taxes —- reflecting a significant underestimate of calendar year
1974 income tax liabilities in the budget. The data are not yet available
to assess accurately the reasons for this underestimate.

Fiscal year 1976 receipts are currently estimated at $299.0 billionm,
$1.5 billion above the February estimate. The Tax Reduction Act reduced
1976 estimated receipts by $0.6 billion more than the President's February
tax proposals, and the revised effective date of the President's energy
program that is assumed in these estimates increases 1976 receipts by
$1.8 billion from the amount proposed in the budget.1 The remaining $0.2

billion change results from reestimates and changes in economic assumptions.

Exclusive of '"plowback" and associated provisions, the effect of
which will be neutral on the budget deficit.
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The following table shows the changes in receipts by major source
and indicates the reasons for these changes.
Table j
CHANGES IN BUDGET RECEIPTS

(in billions of dollars)

Changes due to:

Reestimates
Revised Delayed and revised
February tax energy economic Current

estimate reduction program~ assumptions estimate

Fiscal year 1975
Individual income

CAX@Bevvoveosennasoss 117.7 -4.5 +1.4 +7.1 121.6
Corporation income
CAXEBseonsonseroncnee 38.5 +0.2 +1.8 +0.5 41.0
Social insurance taxes
and contributions.... 86.2 ——- -— +0.3 86.5
Other..cicevecenovanns 36.3 -—= -3.7 -0.7 31.8
Totaleeeeeeacos-o. 278.8 -4.3 -0.5 +7.1 281.0

Fiscal year 1976
Individual income

CBXCCeeannescssszsone 106.3 -0.9 +12.4 +3.5 121.3
Corporation income
CAXES.eossssnvennoees 47.7 +0.3 -6.8 -3.4 37.8
Social insurance taxes
and contributions.... 91.6 - -— ~-0.7 90.9
Other...cevesesecoeons 52.0 [— -3.8 +0.8 49.0
Total..eeeaooeesss 297.5 -0.6 +1.8 +0.2 299.0

1 Exclusive of "plowback” and assoclated provisionms, the effect of
which will be neutral on the budget deficit.

Receipts in the transition quarter are estimated at $86.8 billion,

$2.4 billion above the February estimate.
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Budget Outlays

Tables 8 and 9 compare the current outlay estimates by agency and by
function with those made in February.

Fiscal year 1975.--Total outlays for 1975 are currently estimated to
be $323.6 billion, $10.2 billion above the February estimate. The major

changes now estimated are shown in the following table.

Table 4
1975 OUTLAYS:

MAJOR CHANGES FROM THE FEBRUARY BUDGET ESTIMATES
(in billions of dollars)

February budget estimate of 1975 0uUtlays....eecececsecesarconsoss $313.4

Congressional
action or Other Total
inaction changes changes
Of fshore oil receipts
(an offset to outlays)..... —-—— 2.7 2.7
DOD Military and MAP........ 0.1 1.8 1.9
HEW. . cosveoeoennonennoransse 0.9 1.4 2.3
TreasuULYeeeeeescasoscacncsss 1.7 -0.2 1.6
Veterans Administration..... 0.2 1.1 1.3
Food stamp outlayS.eceveeeses 0.2 1.1 1.3
Special unemployment
assistance..eecensescccsnse - -1.5 ~-1.5
All other (net)....coceeveses -0.1 0.8 0.6
TOtal.eesereooeveoosanee 3.0 7.2 10.2

Current estimate Of 1975 OULLAYS...cvceesesccscosncssonsaseesnens 9323.6

The $2.7 billion decrease in estimated offshore oil receipts (which
are an offset to outlays) resulted primarily from a large shortfall in
receipts from the February 1975 South Texas sale and indicates the diffi-

culty of projecting what bidders will pay for leases of uncertain value.
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Outlays for DOD Military and military assistance are $1.9 billion higher
than in February as inflation and a drawdown in purchase backlogs have
increased spending rates above what was originally anticipated. HEW spend-
ing 1s up by $2.3 billion, with $1.1 billion in health, $0.3 billion in
education, and $0.8 billion in income security. About $0.6 billion of

the HEW increase resulted from inaction on the President's reduction
proposals.

The Tax Reduction Act of 1975 provided a $50 bonus to social security
and certain other bemeficlaries. This provision increases 1975 Treasury
outlays by $1.7 billion. Veterans Administration outlays are $1.3 billion
higher than in the budget because of inaction on the President's reduction
proposals, deferred VA asset sales, and greater participation in the
GI bill program than earlier anticipated. Food stamp outlays are $1.3
billion higher because of greater than anticipated participation and
because of actions taken by the Congress to reject the President's food
stamp reform proposals.

The major decrease in 1975 outlays results from a reestimate of
outlays associated with unemployment assistance for those not covered by
the regular unemployment insurance. The participation in this new program
has been below the levels originally anticipated, reducing estimatgd
outlays by $1.5 billion.

Fiscal year 1976.--The current estimate of total 1976 outlays-is
$358.9 billion, §9.5 billion above the February estimate. About $3.8
billion of this increase results from additions by the Congress, inaction

on the President's reduction proposals, or from failure to support

62-086 O - 76 - 3
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rescissions and deferrals proposed in the budget. The major changes are

summarized in the table below.

Table 5
1976 OUTLAYS:

MAJOR CHANGES FROM THE FEBRUARY BUDGET ESTIMATES
(in billions of dollars)

February budget estimate of 1976 outlayS..cveeceveescescencsessnas $349.4

Congressional
action or Other Total
inaction changes changes
HEW. . .oovvneoeceenoncronnnns 2.6 1.4 4.0
Department of Labor:
Summer Youth and public
sector employment...ece.. -— 1.8 1.8
Extended unemployment
benefit8..cevecvececacne - 1.2 1.2
Reestimates..oeeecoscenns —— -3.0 -3.0
Highway trust fund.....cc... 0.4 1.0 1.4
Food stamp pProgram.s.ecececss 0.6 2.3 2.9
Veterans Administration..... —— 1.5 1.5
Energy tax equalization
PAYMENES.eeesorsrsssronsanss - -1.2 -1.2
Petrodollar financing
facility..eveeeeencoconccnes -— -1.0 -1.0
All other (Det)ieeveeecennes 0.2 1.7 1.9
Totaleeseeneunsonnnone 3.8 5.7 9.5

Current estimate of 1976 OULlAYS.eeceriacececcecaccncnencanneesss $358.9

Compared with the February budget, estimated spending of HEW is up
by $4.0 billion in 1976. About $2.2 billion of this results from inaction
on the Administration's proposal to put a 5% ceiling on social security
and supplemental security income benefit increases.

There are two major increases in employment-related outlays: First,

the increased supplemental request for Summer Youth Employment and public
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service employment still pending before the Congress would add $1.8 bil-
lion in outlays; and second, the Administration's proposal to provide
extended unemployment benefits through the end of calendar year 1976 adds
another $1.2 billion. These increases are largely offset by major
decreases in estimates based on experience with two new programs: unem-
ployment assistance for those not covered by regular unemployment insurance
($-1.9 billion) and lower unemployment trust fund outlays, primarily for
unemployment benefits extended beyond their regular duration ($-1.1
billion).

Highway trust fund outlays are $1.4 billion higher, resulting from
releases of additional spending authority ($1.0 billion from Presidential
release and $0.4 billion from Congressional releases). As in 1975, food
stamp outlays are higher -- by $2.9 billion -- because of higher partici-
pation rates and the Congressional action rejecting the President's
proposed reforms of the food stamp program. Veterans Administration
outlays are higher due to expected participation in the GI bill program
greater than anticipated in the budget, and increases in compensation
and pensions.

These increases are partially offset by reduced energy tax equali-
zation payments, which result from the delayed effective date of the
Administration's energy program and by a shift in the petrodollar financing
facility proposal'from a direct loan program to a loan guarantee program.

Transition quarter.--Outlays in the tranmsition quarter are estimated

at $95.8 billion, $1.6 billion more than in February.
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The Budget by Fund Group

Tables 10 and 11 contain figures on changes since February in 1975
and 1976 budget totals by fund group. Most of the changes in both 1975
and 1976 have occurred in the Federal funds.

Since February,-estimates of Federal funds receipts for 1975 increased
by about $2.5 billion, while outlays increased by $8.1 billion, resulting
in a $5.7 billion increase in the anticipated 1975 Federal funds deficit.
For 1976, the Federal funds receipts estimate has increased by $2.5 billion;
estimated outlays have increased by about $5.5 billion; and the antici-

pated Federal funds deficit has increased by $3.0 billion.

Budget Authority

Tables 12 and 13 show the February estimates of 1975 and 1976 budget
authority and changes since then, by agency and by major function.

Fiscal year 1975.--Total budget authority for 1975 is estimated at
$408.9 billion, $13.8 billion above the February estimate. The major
changes are shown in the following table.

Table 6
1975 BUDGET AUTHORITY:
MAJOR CHANGES FROM THE FEBRUARY ESTIMATE
(in billions of dollars)
February estimate of 1975 budget authority...eecevecorensecenseas $395.1
EPA -~ sewage plant construction grantS......cccevee.. +4.
Offshore o1l receipts (an offset to budget authority) +2.

Treasury - $50 bonus to social security and certain
other beneficlaries.......c.cvnineieinnnrianenranass +1.7

3
7

HEW. . oveoenenocncosnnsoscscsnocancansenensesnscnsnaes +2.7
Department of Labor - employment-related budget

- LT 0T o o
FOOd SLAmPS.eeuvetencnseoneecssscssoranccecsescscoans +0
All other (NEL).cceerrrrenreenrecrssassssscnceancanns 0.

Current estimate of 1975 budget authority.....e.eeveevseevsveees. S$408.9
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The largest single increase in budget authority since February
resulted from court action to release EPA funds not previously available
for obligation. This action jncreased 1975 budget authority by $4.3
billion. The reduction in offshore oil receipts cited earlier increases
budget authority by an additional $2.7 billion, and the $50 bonus payment
to social security and certain other recipients increases budget authority
by $1.7 billion. HEW spending authortty is up by $2.7 billion, and
Department of Labor authority is up by $1.0 billion due to the request
for additional Summer Youth and public sector jobs. Budget authority for
food stamps is up by $0.9 billionm, providing funds for a larger number
of participants and higher payments than anticipated in February.

Fiscal year 1976.--Total budget authority for 1976 is currently
estimated at $383.8 billion, $2.0 billion below the February estimate.

The major changes are shown in the table below.

1976 BUDGET AUTHORITY:
MAJOR CHANGES FROM THE FEBRUARY ESTIMATE
(in billions of dollars)

February estimate of 1976 budget authority........cccecccvececccses $385.8

Petrodollar financing facility....cvevcnveeevcccoenes -7.0
Energy equalization paymentsS......ecceeeecsvevccccsses -1.2
Veterans Administration....ceceecseeccccencsescccnns +1.7
FOOd StAMPS.essecessssvecnncososescsssassassnosancans +3.4
AlL Other (NE).eeeveeereescssononassnsosansssssvens +lol

Current estimate of 1976 budget authority....eccecccccescnvcccons $383.8

The change in the petrodollar financing facility from a loan basis

to a loan guarantee basis reduces 1976 budget authority by $7.0 billion.
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The revised effective date of the Administration's energy program reduces
budget authority by $1.2 billion. A major increase in 1976 budget
authority is $3.4 billion for food stamps, reflecting increased partici-
pation rates. Estimated budget authority required for veterans benefits
is also up by $1.7 billion.

Iransition quarter.--Budget authority in the transition quarter is

estimated at $88.8 billion, $0.6 billion above the February estimate.



Table 8

CHANGES IN BUDGET OUTLAYS BY AGENCY
(fiscal years; in billions of dollars)

1975 1976
1974  February Current February Current
Actual estimate estimate Change estimate estimate Change
Defense and military assistance....ceececes . 78.4 84.8 86.7 1.9 92.8 92.8 -
Agriculture..cseesessececncnss veaeee evsasenenas 9.8 8.8 10.3 1.6 9.7 13.0 3.4
(CCC and P.L. 480)..cccvnnen veeessesnesnennn (1.7) (2.1) 2.3) (0.2) (1.6) (1.8) 0.2)
COMMETCE. e svevesensossoseacsns Ceeesessseannees 1.5 1.6 1.6 * 1.8 1.8 0.1
Health, Education, and Welfare. ..... teseeenss . 93.7 109.9 112.2 2.3 118.4 122.4 4.0
(Social security trust funds)......... wee (67.2) (78.4) (79.3) (0.9) (86.1) (89.1) (3.0)
Housing and Urban Development....eseoesseseecoss 4.8 5.5 5.7 0.2 7.1 7.6 0.5
Interior...ivsveienecnens veeeenas teresecsssesen 1.8 2.2 2.2 * 2.5 2.5 *
Justice.seieeennns vesrseenns ceseae cesessssecces 1.8 2.1 2.1 -— 2.2 2.2 -
Labor...c.evens Ceracsessen eresssanes sessssseanae 9.0 19.0 17.4 -1.5 22.6 22.8 0.1
(Unemployment trust Eund) ................... (6.1) (13.0) (13.0) (-—) (15.9) (15.7) (-0.2)
SEALE . eeveesvosnsnoscnstssnsasosssssssnncvosns 0.7 0.9 1.0 0.1 1.0 1.2 0.2
Transportation....ese.. cesenes eeseasereranaaan 8.1 9.1 9.3 0.2 10.0 11.5 1.5
Treasury.eeeeeoeescss ereseees eteseesesesensanas 76.0 39.7 41.2 1.6 43,5 43.5 0.1
(General revenue sharing).......... crrsanen . (6.1) 6.2) (6.1) (*) (6.3) (6.4) (0.1)
{Interest on the public debt).... ceessans (29.3) {32.9) (32.8) (-0.1) (36.0) (36.0) (---)
Corps of Engineers........... esesarnsrasersian 1.7 1.9 2,1 0.2 2.0 1.9 -0.1
Energy Research and Development Administration. 2.3 3.1 3.1 * 3.8 3.8 -—
Environmental Protectlon Agency.eessssesesseres 2.0 2.9 2.9 - 3.1 3.2 0.1
General Services Administration...... resaenen .. -0.3 -1.0 ~-0.8 0.2 -0.5 -0.4 0.1
National Aercnautics and Space Administration.. 3.3 3.2 3.3 0.1 3.5 3.5 ---
Veterans Administration....sceesrsesences ceeees 13.3 15.4 16.7 1.3 15.6 17.1 1.5
Forelgn economic assistance.....ecees [ 2.1 2.7 2.5 ~-0.2 3.0 3.0 *
Other agencles....cesececnscssanss P 5 % § 17.7 17.9 0.2 19.6 18.8 -0.8
Allowancesl...... Creeaeieiaen, Ceeeens Ceeeraenes - 0.7 -— -0.7 8.0 6.8 -1.3
Undistributed offsetting receipts........ veenne -16.7 -16.8 =14.1 2.8 -20.2 -20.1 0.1
Total...... vesere veaesseseene [P 268.4 313.4 323.6 10.2 349.4 358.9 9.5

L Includes allowances for civilian agency pay raises and contingencies.

* Less than $50 million.
NOTE:

Detail may not add to totals due to rounding.
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Table 9

CHANGES. IN BUDGET OUTLAYS BY FUNCTION
(fiscal years; in billions of dollars)

1975 1976
1974  February Current February Current
Actual estimate estimate Change estimate estimate Change

National defensel........................

...... 78.6 85.3 87.4 2.1 94.0 94.1 0.1
International affairS..vecececcsvesceenconennns 3.6 4.0 5.0 0.1 6.3 5.5 -0.8
General science, space, and technology......... 4.2 4.2 4.3 0.1 4.6 4.6 —-—
Natural resources, environment, and energy..... 6.4 9.4 9.7 0.3 10.0 10.3 0.2
ARTricUltUTE. v vevetrrensosnncncannacnnnon ceesonn 2.2 1.8 1.8 * 1.8 2.0 0.2
Commerce and transportation terseessrensnsesss 13,1 11.8 12.6 0.8 13.7 15.7 1.9
Community and regional development....sveeesees 4.9 4.9 4.6 -0.3 5.9 6.1 0.2
Education, manpower, and social services....... 11.6 14.7 15.0 0.3 14.6 16.8 2.2
Health..vuvevesnnns teveseressesersresessana oo 22.1 26.5 27.6 1.1 28.0 29.0 1.0
Income SeCUTItYeuueeecnvsocesvonnnonns resuanee 84.4 106.7 109.1 2.4 118.7 122.8 4.1
Veterans benefits and serviceS..sceeseceseveces 13.4 15.5 16.7 1.3 15.6 17.1 1.5
Law enforcement and justice....ceoceceeeees ceans 2.5 3.0 3.0 * 3.3 3.3 -
General government.....eseeeees eseasnesrennann 3.3 2.6 2.7 * 3.2 3.2 *
Revenue sharing and general purpose fiscal
assistance..sveececorirennnenns ceeerersnenaanas 6.7 7.0 7.0 - 7.2 7.3 *
Interest.u,s... teeseececretsresanastensanana .o 28.1 31.3 31.2 -0.1 34.4 34.4 -—
Allowances®...veeevescnns teverecnssnnanas vesess -— 0.7 - -0.7 8.0 6.8 -1.3
Undistributed offsetting receipts:
Employer share, employee retirement......... -3.3 =4.1 -4.0 0.1 -3.9 -3.9 *
Interest received by trust funds......ceeeee -6.6 -7.8 -7.8 * -8.3 -8.1 0.2
Rents and royalties on the Outer Continental
Shelf lands.....cveesesnsvscsesarananas vees _=6.7 -5.0 -2.3 2.7 -8.0 ~-8.0 -
Total oUtlayS.euesservressscssnananns 268.4 313.4 323.6 10.2 349.4 358.9 9.5
1

Includes allowances for civilian and military pay raises for Department of Defense.

2 Includes allowances for energy tax equalization payments, civilian agency pay raises, and
contingencies.

* Change of less than $50 million.
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Table 10

CHANGES IN BUDGET RECEIPTS AND OUTLAYS BY FUND GROUP
(fiscal years; in billions of dollars)

1975 1976
1974 February Current February  Current
Actual estimate estimate Change estimate estimate Change
Receipts
Federal funds......cceveninenescnssnnes 181.2 186.0 188.4 2.5 199.3 201.8 2.5
Trust fundS...covvvsvveconcesnssaseness 104.8 118.7 117.3 -1.4 126.5 125.4 -1.1
Intragovernmental transactions......... =21.1 -25.9 -24.7 1.2 -28.3 -28.2 *
Totaleeeseesoeneesnnscnensoseas 264.9 278.8 281.0 2.2 297.5 299.0 1.5
Outlays
Federal funds...... Crenen cernens ceeeass 198.7 229.0 237.1 8.1 254.2 259.7 5.5
Trust funds...c.vveeeeenens [N 90.8 110.3 111.2 0.8 123.4 127.4 4.0
Intragovernmental transactions..... eeee =21.1 -25.9 -24.7 1.2 -28.3 -28.2 *
Totaleveesesvoeneasesoonnennsas 268.4 313.4 323.6 10.2 349.4 358.9 9.5
Surplus or deficit (-)
Federal funds.....cveevevsuisonoscsceans -17.5 -43.0 -48.7 -5.7 -54.9 ~57.9 -3.0
Trust funds...... eerrresensrseeseanene 14.0 8.3 6.1 -2.3 3.1 -2.0 -5.1
Total..vesvnnens Ceseeans veseses _=3.5 -34.7 =42.6 =7.9 -51.9 -59.9 -8.0

* Less than $50 million.

NOTE: Detail may not add to totals due to rounding.

12



BUDGET SURPLUS OR DEFICIT (-) BY FUND GROUP AND TYPE OF TRANSACTION

Table 11

(fiscal years; in billions of dollars)

Federal funds
Transactions with the public...cievvuss
Transactions with trust funds.....cee..

Total.icveeeneneans ceseserrseans
Trust funds

Transactions with the public..ieveveses
Transactions with Federal fundS........

Budget total
Federal fundsS....vcvenvese cesecevenes .o

Trust fundS..eeeenisecnsniceevonevevoneans

Totaleeeerenonrsensscesesannonse

1975 1976
1974 February Current February Current
Actual estimate estimate Change estimate estimate Change
-2.8 ~23.7 -30.5 -6.9 -33.3 -36.3 -3.0
-14.7 ~19.4 -18.2 +1.2 =21,6 =21.6 *
-17.5 =43.0 -48.7 =5.7 =54.9 =57.9 -3.0
-0.7 -11.0 -12.1 -1.0 -18.5 -23.6 =-5.1
14.7 19.4 18.2 -1.2 21.6 21.6 *
14.0 8.3 6.1 -2.3 3.1 -2.0 =5.1
-17.5 -43.0 ~48.7 =5.7 -54.9 -57.9 -3.0
14.0 8.3 6.1 -2.3 3.1 -2.0 =5.1
-3.5 =34.7 =42.6 ~7.9 =51.9 =59.9 -8.0

* Less than $50 milliom.

NOTE: Detail may not add to totals due to

rounding.
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Table 12

CHANGES IN BUDGET AUTHORITY BY AGENCY
(fiscal years; in billions of dollars)

1975 1976

1974  February Current February Current
Actual estimate estimate Change estimate estimate Change
Defense and military assistance...e.eeseses . 88.9 90.8 90.2 -0.6 106.3 106.3 -
Agriculture.....oeves e rssesanans Cesesennanns 13.1 13.8 15.0 1.2 11.9 15.3 3.5
(CCC and P.L. 480)vevrvrenccvnccnnnne ceeenes 3.9 4.9) 4.9) (---) 4.3) 4.3) (-==)
COMMEeICe.cvesovssssosasasas eescesevesrsateannne 1.5 1.7 1.8 0.1 1.8 1.7 *
Health, Education, and Welfare..seesossesacases 1.00.9 114.0 116.6 2.7 120.4 119.9 -0.4
(Social security trust funds).....eeeeovsese  £73.1) (82.9) (83.6) (0.7) (88.8) (88.0) (-0.8)
Housing and Urban Development..... sesssnesesses 8.1 51.0 51.4 0.5 30.3 31.0 0.7
Interior.eeeeveses testesseneseentanecseneronas 2.0 3.9 3.9 * 2.5 2.5 *
Justice..... tessesssssvsseenenananas “eee sas 1.9 2.1 2.1 —-— 2.1 2.1 ——
Labor...... Cessenaes eresesetasassesaressranne 10.6 19.9 20.9 1.0 11.3 11.0 -0.3
(Unemployment trust fund).....ccoees seessene (7.5) 9.7 (7.6) (-2.1) (9.8) (9.3) (-0.5)
State....cveveass e srsesethtarararasareneveranns 0.8 0.9 1.2 0.3 1.0 1.0 *
Transportation..eeeeevecencssaons P veeeen .. 17.6 19.1 19.2 0.1 4.4 4.4 0.1
Treasury.esesesessvs Seeseseeessisetrsaseraanreas 36.0 39.7 41.4 1.7 43.6 43.6 -—
(General revenue sharing)....... ......... .o (6.1) (6.2) (6.2) (--=) (6.4) (6.4) (=~~)
(Interest on the public debt).. vevearsess  (29.3) (32.9) (32.8) (---) (36.0) (36.0) (---)
Corps of Engineers......ocuvcenns [ 1.8 1.7 1.7 —-—— 1.9 1.9 -——
Energy Research and Development Administration. 2.5 3.6 3.6 -— 4.2 4.2 ——
Environmental Protection Agency..e.oeescecevecs 6.0 4.2 8.5 4.3 0.7 0.7 ——
General Services Administration.ceeesesscescves -0.5 -0.9 -0.7 0.2 -0.3 -0.2 0.1
National Aeronautics and Space Administratiom.. 3.0 3.2 3.2 —-— 3.5 3.5 ———
Veterans Administration...ceececonvesceesencnes 13.9 16.0 16.8 0.8 16.1 17.8 1.7
Foreign economlc assistance.eecssssesecerss e 3.8 3.1 . 2.6 -0.5 3.0 3.7 0.7
Other agencies................................. 18.5 23.5 23.4 -0.1 32.9 26.1 -6.8
Allowances .veeeseenenns ceveseesianesnn sessenes - 0.8 -— -0.8 8.3 7.1 -1.2
Undistributed offsetting receipts.............. -16.7 -16.8 -14.1 2.8 -20.2 -20.1 0.1
Total...... reaen tessesresnosaane 313.9 395.1 408.9 13.8 385.8 383.8 -2.0

1 Includes allowances for civilian agency pay ralses and contingencies.

* Less than $50 wmilliion.
NOTE: Detail may not add to totals due to rounding.

€5



Table 13

CHANGES IN BUDGET AUTHORITY BY FUNCTION
(fiscal years; in billions of dollars)

1975 1976
1974  February Current February Current
Actual estimate estimate Change estimate estimate Change
National defensel... ...... sresrresssearesreaven 89.3 91.3 90.9 -0.4 107.7 107.8 0.1
International affairs......cevevevesse eveeants . 5.3 4.9 4.7 -0.2 12.6 6.3 -6.3
General science, space, and technology........» 3.9 4.3 4.3 —-— 4.7 4.7 -—
Natural resources, environment, and energy..... 10.7 11.5 16.0 4.5 12.2 12.3 0.1
Agriculture..... [ 4.5 5.9 5.9 * 4.3 4.3 -—
Commerce and transportatioN.eceevsscsccssecsvane 23.5 28.9 29.5 0.5 6.6 7.0 0.4
Community and regional development...esoevesesss 4.0 5.1 5.2 0.1 5.2 5.4 0.3
Education, manpower, and social services....... 13.2 14.6 16.9 2.4 13.7 13.8 0.1
Health.....oveeenn. Ceresreans 26.4 28.4 29.6 1.2 31.0 31.0 *
Income security.eveeeonecesssones ceresenesenne 95.2 156.1 158.9 2.8 135.3 138.1 2.7
Veterans benefits and services..ccceecossss ceee 14.0 16.0 16.8 0.8 16.2 17.8 1.7
Law enforcement and justice........... 2.6 3.1 3.1 * 3.2 3.2 ——-
General government.....cosveescccncns 3.1 2.7 2.7 * 3.2 3.2 *
Revenue sharing and general purpose fiscal
assistance..... 6.7 7.1 7.1 — 7.3 7.3 *
Interest..,. cerennes 28.1 31.3 31.2 -0.1 34.4 34.4 ——-
Allowances®..eeeessas ceresanssnsecns -— 0.8 -—- -0.8 8.3 7.1 -1.2
Undistributed offsetting receipts:
Employer share, employee retirement......... =3.3 -4.1 -4.0 0.1 -3.9 -3.9 *
Interest received by trust funds.......... .o -6.6 -7.8 ~7.8 * -8.3 -8.1 0.2
Rents and royalties on the Outer Continental
Shelf landS...veevonsessesnnnsons cessenencs -6.7 =5.0 -2.3 2.7 -8.0 -8.0 e
Total budget authority...... eveseess 313.9 395.1 408.9 13.8 385.8 383.8 -2.0

Includes allowances for civilian and military pay raises for Department of Defense.

Includes allowances for energy tax equalization payments, civilian agency pay raises, and contingencies.

* Change of less than $50 million.
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Part 2. Longer-Range Projections

The February budget presented longer-range (through 19801) projec—
tions in greater detail than was the case in earlier budgets. In additionm,
the budget provided detailed economic assumptions on which the projectioms

were based. This section of the Mid-Session Review presents revisions

of these longer-range data.

Economic Assumptions

The current state of the economic forecasting art is much too crude
to attempt forecasts for the years beyond 1976. Indeed, as mentioned
earlier, the 1976 forecasts also involve a large degree of uncertainty.
Therefore, in Table 14, economic data for the years 1977 to 1980 are
derived using a simple extrapolation based on the 1976 forecast. The
projection assumes that real GNP grows at a rate of 6.5% a year —-- the
same rate that was used in the February‘budget. While the data derived
from this assumption are provided in detail and as exact numbeirs, they
are based on extrapolation and are mot, therefore, forecasts.

There is no intent to imply that the economy will follow this exact
path, nor that it is an ideal path. It may grow less rapidly in some
periods and more rapidly in others, and it is hoped that -- in general --

it will average better than is assumed by these data. The purpose of

1 Due to the change in the fiscal year established by the Congressional
Budget and Impoundment Control Act of 1974, fiscal year 1977 and subsequent
fiscal years will begin on October 1 of one calendar year and end on
September 30 of the following calendar year. Prior fiscal years, ending
with fiscal year 1976, began on July 1 and extended through Junme 30 of the
following calendar year.
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presenting these assumptions is solely to provide a base for projecting
the budget. The projections indicate what will result under present
law and Presidential proposals if the economy follows a 6-1/2% growth

path -- one that is not unreasonable judged by historical standards.

Budget Projections

The revisions in budget outlays, budget authority, and receipts
through 1980 reflect:
== the out-year effects of the changed economic
forecast for 1976;
== actions by the Congress and the President since
February; and
—-— program experience since February.

Also presented in this section are two sets of projections required
by section 221(b) of the Legislative Reorganization Act of 1970: Projec-
tions of outlays under open-ended programs and fixed costs; and projected
outlays from balances of budget authority available at the end of fiscal
year 1976 for non-mandatory programs.

The receipts projections in Table 16 reflect the economic assump-
tions presented in Table 14 and assume current tax law, except for the
proposed modifications under the President's energy program. The outlay
and budget authority estimates in Tables 17 through 19 indicate the
degree to which resources would be committed by the continuatiom of
existing and currently-proposed programs at the levels currently recom-
mended for 1976. These projections are not intended as forecasts of

future receipts, outlays, or budget authority because no attempt is made




to predict future decisions or their effects. Nor are the projections
intended as recommendations for future-year funding, since the continua-
tion of Federal programs and taxes is a matter properly subject to

continuous review in light of changing conditions.

Table 14

ECONOMIC ASSUMPTIONS FOR BUDGET PROJECTIONSl
(calendar years; dollar amounts in billions)

Assumed for Purposes of
Budget Projections

Item 1977 1978 1979 1

980

Gross national product:
Current dollars:
ATMOUNE s v e v v vaveonsnsenssneennassnsseens §1,891 $2,107 $2,335 $2
Percent change.....eceevsueosesesccccvse 12.6 11.4 10.8
Copstant (1958) dollars:
ADOUNET e e ceevnossnesasnososnavsssosssnnse $897 $956 $1,018 S$1
Percent change....cesesceccessocncscnes 6.5 6.5 6.5
Incomes (current dollars):
Personal INCOME...cceeresennsassossssasees $1,515 $1,689 $1,874 S$2
Wages and SalarieB...cceeesesscncrecacsans $978 61,092 $1,211 $1
Corporate ProfitB...cceerasesscssssaccncnss $173 $193 $214
Prices (percent change):
GNP deflator:

YEAT OVEr YEALeeoscacesornsosnsesnosass 5.7 4.6 4.1
Fourth quarter over fourth quarter..... 5.2 4.3 4.0
CPI:
YEAT OVET YeAL.veevesecrcvonssvercsnocse 5.3 4.4 4.0
December over December.....cccesvenoves 4.8 4.2 4.0
Unemploymett rates (percent):
TOEALe enevvevecsoasnsasoanssssssencanoases 7.2 6.5 5.8
TaSULEd? e eeccecerressonnasssnssasssasasnes 6.1 4.7 4.0
Federal pay raise, October (percent)}........- 6.75 6.50 6.00
Interest rate, 91-day Treasury bills
(Percent) 3. uuenseescracncsnnacassscsnsannne 5.1 5.1 5.0

,586
10.8

,084
6.5

,078
,364
$237

E Eo I
e .
o O [=N o]

wwwn
.
WV N

1 Based on extrapolations using a 6.5% rate of real growth in GNP for
1977-1980.

2 Insured unemployment as a percentage of covered employment; includes
unemployed workers receiving extended benefits.

3 Average rate of new issues within period.
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In general, the outlay projections assume that program levels remain
constant except where they would change under current law or where there
is an explicit Administration recommendation to increase or decrease
program levels over time. One example is the anticipated increase in
energy research and development programs between 1976 and 1977. Similarly,
while defense manpower requirements are assumed to remain constant, other
defense purchases are assumed to rise by 4% a year in real terms. The
projections allow for changes in beneficiary populations for programs
such as social security. Allowances are leo made for future cost-of-
living adjustments to benefit levels, Federal pay raises, and other cost
increases. These allowances are consistent with the economic assumptions
outlined in Table 14 and with the effect of the proposed temporary 5%
ceiling on automatic cost-of-living and comparability pay increases

‘between 1975 and 1976.

Table 15

THE FISCAL OUTLOOK, 1977~1980
(in billions of dollars)

1977 1978 1979 1980

Outlays under current programs............. 388.
9.

417.4  443.0  467.3
Outlays under proposed Programs............ 15.1

4
9 14.3 . 15.5

Total projected outlaySe...eoecoveeos. 398.4  431.6 458.1 482.8

Receipts under current law................. 364.0 416.4 466.4 517.2
Effects of energy tax proposals............ +0.4 -4.2 -9.4 -12.4

Total projected receiptSes.eecossess.. 364.4  412.2  457.0 504.8

Budget margin or deficit (-).....c.vvvuvee. -=34.0 -19.4 ~1.1  +22.0
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Table 15, above, compares projected total receipts and total
outlays. The difference between these figures -- the budget margin --
is the potential budget surplus or deficit that would be expected to
occur if there were to be no tax changes, no new programs created, and
no discretionary program increases or decreases other than those

currently recommended.

Table 16

RECEIPTS BY MAJOR SOURCE, 1977-1980
(in billions of dollars)

1977 1978 1979 1980

Individual income taXeS..eeocscosses ceaseee 151.3 174.2 197.5 222.9
Corporation income taXeB....eeeeeccscscnses 52.7 59.3 62.6 68.8
Social insurance taxes and contributions... 106.3 121.8 136.9 150.0
(019173 I tescssanreoons visesnas 54.3 56.9 60.0 63.1

Total receipts..... teereceeseeensenees JI64.4 412.2 457.0  504.8

62-086 O - 76 - 5
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Table 17

BUDGET AUTHORITY AND OUTLAYS BY FUNCTION
(in billions of dollars)

Description 1977 1978 1979 1980
Budget authority:
National defense.......c.ccnn.. ceeesse.. 119.0 128.8 138.8 147.6
International affairs.......... Cereeennn 9.0 8.9 8.5 8.1
General science, space, and technology 4.8 4.6 4.2 3.7
Natural resources, environment, and
energy...... eeeaenreieeas ereee ceeeee 8.0 8.1 7.5 7.4
AGriculture...cveceeveeeareneenons R 2.0 1.9 2.1 2.1
Commerce and transportation........... .. 145 14.9 27.9 15.1
Community and regional development...... 5.8 5.6 5.8 5.9
Education, manpower, and social
BEIVICES .t seunsrnnarsonrennsenrsennnns . 13.2 13.2 13.2 13.3
Health.ueeeoessonssseosssaaanan reeeeaes 35.1 41.1 46.7 51.7
INCOMmE SECUTLEY.ereruoraeerananaannn ee.. 178.0 191.4  203.8 214.8
Veterans benefits and services.......... 17.0 16.2 15.7 15.3
Law enforcement and justice......... ceee 3.3, 3.3 3.4 3.5
General gOVEINMENt...ecaveesosnsencnanas 3.6 3.6 3.7 3.9
Revenue sharing and general purpose
fiscal assis?ﬁnce... ......... f? ....... . 7.4 7.5 7.7 7.8
InteresSt.eeeseecececcssecscscssroassasana 38.9 40.4 41.4 42.4
AlloWanceS...veeesnnnaras- veesenasnas ces 13.8 16.7 19.6 22.5
Undistributed offsetting receipts....... -21.4  -22.2 -23.0 -23.8
Total budget authority.......... ve.. 452.0  484.0 527.0 541.1
Outlays:
National defense.....soeeceuenecvoneseass 105.5 120.5 131.6 141.5
International affair8......cevveevecnaas 7.4 7.6 7.5 7.3
General science, space, and technology.. 4.7 4.6 4.3 3.9
Natural resources, environmment, and
ENETZYeerenoocoseococrcrcsnansssnsnssns 12.7 14.1 13.4 11.2
Agriculture.......co00eee crecrrvensranea 2.5 2.2 2.9 2.9
Commerce and transportation............. 16.1 16.5 15.8 15.5
Community and regional development...... 6.7 6.9 5.9 5.9
Education, manpower, and social
SErviceS..ceieaecisecrcnencannn tesecevens 13.6 13.3 13.3 13.2
Health....ioviieiieieenonsennnonssnans ves 32.6 36.1 40.2 &44.7
Income SeCUrity.eeeevesescsesnans eeeeees 135.2  145.6 156.4 167.0
Veterans benefits and services.......... 16.8 16.0 15.5 15.1
Law enforcement and justice............ . 3.4 3.3 3.4 3.5
General government..e.eecececsces ceenens 3.5 3.5 3.6 3.7
Revenue sharing and general purpose
fiscal assistance...ceeeeccenes veesenne 7.5 7.5 7.6 7.7
INtEreStereenneenneeanneonnsacenns ceeees 38.9 40.4 41.4 42.4
Allowances ceeeereteesensaanen ceeene 12.6 15.5 18.4 21.2
Undistributed offsetting receipts....... -21.4  -22.2 -23.0 -23.8

Total outlays...... Cheeieeaieaan. .. 398.4 431.6 458.1 482.8
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Table 18

BUDGET AUTHORITY BY AGENCY
(in billions of dollars)

Department or other umnit 1977 1978 1979 1980
Budget authority:
Legislative and judicial branches............ 1.4 1.3 1.3 1.3
Executive Office of the President............ .1 .1 .1 .1
Funds appropriated to the President.......... 7.4 7.0 6.6 5.9
Agriculture:
Food stamps and other nutrition programs.. 9.0 9.2 9.7 10.0
Other Agriculture....... Ciesescrrseseranns 4,4 4.5 4.9 5.0
Commerce.cooeeeses sessessacstessesrersennse ve 1.9 1.9 1.9 2.1
Defense-Military:
Military retired pay...... eertsrreenanans 7.7 8.3 9.5 10.3
Defense less retired pay.-.c.cevveeneranss 97.4 100.8 103.7 106.0
Pay and price increaseS......csoeeeesoncccs 9.0 14.8 20.9 26.7
Defense-Civil......cveeevencnanannnss teseaenas 2.2 2.2 2.1 2.0
Health, Education, and Welfare:
Social security........ ..... essseceannns . 77.7 86.2 95.4 105.1
Medicare....veee.. eeeectaaerctaaeerenaans 21.5 26.5 30.8 34,5
Other Health Education, and Welfare...... 33.9 35.0 36.4 38.1
Housing and Urban Development......... PPN 54.3 54.1 54.0 54.0
Interior...eeecacececnes seservenenn eseeeenes 2.2 2.5 2.5 2.6
Justice..coeeeeene. vesesseanee vereeseaennas . 2,2 2.2 2.3 2.3
Labor:
Unemployment trust fund......... eeeeaasas 11.1 13.8 13.9 12.2
Other Labor.. . 4.0 3.7 3.8 3.8
State...... . - . 1.1 1.2 1.3 1.4
Transportation ............. tesereceareeans oo 10,0 10.2 23.3 10.5
Treasury:
Interest on the public debt..... eeaeens .. 40.5 42.0 43.0 44,0
General revenue sharing........ceceeeveven . 6.5 6.7 6.8 7.0
Other Treasury.....e.... vesserieaaees veees 1.3 1.4 1.5 1.6
Civil Service CommisSSiOM.ceeevvoeceocesvssass 14.4 16.4 18.5 20.7
National Aeronautics and Space Administration 3.6 3.4 3.1 2.7
Veterans Administration......- heseseessesiaes 17.0 16.2 15.7 15.3
Other agencies.......ces0s eensscreneas veseen 18.0 17.8 17.4 17.4
Allowances:
Energy tax equalization payments.......... 7.0 7.0 7.0 7.0
Other pay, price, and contingencies....... 6.8 9.7 12.6 15.5
Undistributed offsetting recelpts........... . =21.4 -22.2 -23.0 -23.8
Total budget authority........ ereann 452.0 484.0 527.0 541.1
MEMORANDUM
Federal funds.....ceeeveeeccosoncccaas seeeevnnne 339.8 355.8 384.8 387.4
Trust fundsS...cecvseeeceocsnsocceconcaroscnansss 145.9 160.8 177.8 193.9
Interfund transactionS....eceeee vesscresnanresns -33.7 =32.7 =33.6 =40,2
T - 3 S 452.0 484.0 527.0 541.1
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Table 19

BUDGET OUTLAYS BY AGENCY
(in billions of dollars)

Department or other unit

Outlays:

Legislative and judicial branches...... ceneee

Executive Office of the President

Funds appropriated to the President.......

Agriculture:
Food stamps and other nutrition programs..
Other Agriculture........ esesenseesens
COMMEYCeeseseoesressonccne
Defense-Military:

Military retired pay.....
Defense less retired pay....

seene

Pay and price increases......

Defense-Civil....ovovenes

Health, Education, and Welfare

Social security.....

Medicare..vcoeseevascacsescsvosccncass cens

Other Health, Education, and Welfare......
Housing and Urban Development..........c.... .
Interfor..coecevececes essesereseserssarsanens
Justice..veeecccncee eeeesserssertasessstrne
Labor:

Unemployment trust fund...coceevicvieccens

Other Labor.....oeecvue

State.sssscesoronsrsccses
Transportation....... eeese
Treasury:

Interest on the public

Other Treasury................... redenen
Civil Service Commission..... PN ceeee
National Aeronautics and Space Adminiscration
Veterans Administration.....cecoeees sesnseses
Other agencies....... F O .
Allowances:

Energy tax equalization payments

sseesssesssessenens

cersssacsssennree

debteceeerasenanns .
General revenue sharing......

sesecsascce

Other pay, price, and contingencies....

Undistributed offsetting receipts..........

Total outlays...
MEMORANDUM

Federal funds....eeeeoceoces

Trust fundS..eececcvcccsscsce

Interfund transactions......

Total.ceveess o

1977 1978 1979 1980
1.4 1.3 1.3 1.3
.1 .1 .1 .1
6.0 6.0 5.7 5.4
9.0 9.2 9.7 10.0
4.9 5.2 5.8 5.9
2.1 1.9 1.9 2.1
7.7 8.3 9.5 10.3
87.4 96.0 100.0 103.4
6.7 12.5 18.4 24,2
2.1 2.2 2.2 2.0
83.5 92.2 100.6 109.3
18.3 21.0 24.0 27.2
34.9 33.7 36.9 38.3
8.2 9.3 9.6 10.7
2.0 2.2 2.2 2.3
2.3 2.2 2.3 2.3
14.6 13.7 12.7 11.4
4.1 3.7 3.8 3.8
1.1 1.2 1.3 1.4
12.1 12.9 12.3 12.2
40.5 42.0 43.0 44.0
6.6 6.7 6.8 7.0
1.3 1.5 1.5 1.7
9.2 10.3 11.4 12.7
3.6 3.4 3.1 2.7
16.8 16.0 15.5 15.0
20.6 21.6 21.2 18.8
7.0 7.0 7.0 7.0
5.6 8.5 11.4 14.2
-21.4 -22.2 =-23.0 -23.8
398.4 431.6 458.1 482.8
289.9 310.0 327.4  343.2
142.2 154.3 166.3 179.8
-33.7 =-32.7 =35.6 -40.2
398.4 431.6 458.1 482.8



33

Projections of Outlays for Open-Ended Programs and Fixed Costs

Section 221(b) of the Legislative Reorganization Act of 1970 requires
that the President transmit to the Congress "summaries of the estimated
expenditures for the first four fiscal years following fiscal year [1976],
which will be required under continuing programs which have a legal
commitment for future years or are considered mandatory under existing

law." Table 20 contains these estimates.

Table 20 indicates that benefit payments to individuals under exist-
ing legislation are projected to grow by roughly $16 billion a year from
1977 to 1980. Although legislation to renew the program is pending,
outlays for the existing general revenue sharing program are shown in
this table as dropping from $6 billion-in 1975 and 1976, to $3 billion
in 1977, and to zero in 1978 because the current statutory authorization
expires after December 1976 and only the existing program is currently
"relatively uncontrollable." (In Tables 17, 18, and 19, however, the
program is shown 2 continuing uninterrupted through 1980.) Outlays for
other open-ended programs and fixed costs are projected to be relatively
stable. '

As the footnote on Table 20 states, the estimates represent simple
projections of outlays under existing law. They are not intended to
predict future economic conditions; nor do they reflect possible increases
or decreases in the scope or quality of the program. Further, the
resources that might appropriately be applied in later years will require
a reexamination of the relative priorities of these and other Government
programs in the light of economic and other cir;umstances then prevailing.
Thus, the estimates do not represent a commitment as to amounts to be

included in future budgets.



Table 20

PROJECTIONS OF OUTLAYS FOR OPEN-ENDED PROGRAMS AND FIXED COSTS UNDER EXISTING LAWY

(in billions of dollars)

Category 1976 Tr. qtr. 1977 1978 1979 1980
Relatively uncontrollable under present law:
Open-ended programs and fixed costs:
Payments for individuals:

Soclal security and railroad retirement......... 76.3 20.9 87.9 96.8 105.3 114.1
Federal employees retirement and insurance...... 16.0 4.3 18.6 20.8 22.8 24,9
Unemployment asSiStance...cssseeesscscsvsvscsess 16,8 3.2 15.4 14.3 13.2 11.9
Veterans benefltB..cieeveeseersssenserascnesanns 13.4 3.0 12.6 11.8 11.2 10.7
Medicare and medicaid.veeeeececeneccconosscsonse 24.6 6.6 29.2 33.4 38.0 43,0
Housing paymentS...cvescescessoascccncssssonncns 2.6 0.7 3.1 4.0 5.6 6.9
Public assistance and related programs.......... 18.4 4.9 19.3 19.9 20.4 21.0
Subtotal, payments for individuals.......... 168.2 43.6 186.2 200.9 216.5 232.5
Net InteresSt..ceeevesersssesccesacscansossnconsnnnes 26.3 8.6 29.7 30.7 31.2 31.7
General revenue sharing (existing law only)........ 6.4 1.6 3.4 -— -—- -—
Other open-ended programs and fixed costS....e.v.s- 9.8 2.8 10.7 10.1 10.7 9.6

Total, open-cnded programs and
fixed costs, current law......cvsecvecesee. 210.6 56.7 229.9 241.8 258.3 274.8

Act of 1970 (P.L. 91-510).

1 This table is supplied pursuant to the requirements of section 221(b) of the Legislative Reorganization

The estimates represent simple projections of outlays under existing law. They

are not intended to predict future economic conditions; nor do they reflect possible increases or decreases in

the scope or quality of the program.

years
light
as to

NOTE:

Further, the resources that might appropriately be applied in later

will require a reexamination of the relative priorities of these and other Government programs in the
of economic and other circumstances then prevailing. Thus, the estimates do not represent a commitment

amounts to be included in future budgets.

Detail may not add to totals due to rounding.
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OQutlays from Balances of Budget Authority Available at the End of
Fiscal year 1976: Non-Mandatory Programs

Section 221(b) of the Legislative Reorganization Act of 1970 also
requires that the President shall tramsmit to the Congress 'summaries of
estimated expenditures, in fiscal years following fiscal year [1976], of
balances carried over from . . . fiscal year [1976]." Table 21 contains
these estimates.

The current estimate of the balances at the end of fiscal year 1976
for programs -- the outlays for which are controllable -- is $187 billionm,
roughly $2 billion below the budget estimate. About $15 billion of this
total is in guarantee and insurance program balances, very little of
which is expected ever to be spent.

The spending pattern from the balances in other programs, which
amount to $173 billion, is fairly consistent among the programs. Not
surprisingly, the bulk of the spending takes place in the tramsition
quarter and in 1977, and declines rapidly thereafter. On the average,
more than 14% is expected to be spent in the tramsition quarier, 37% im
1977, and almost 16% in 1978.

0f the 1976 end-of-year balances in programs other than guarantee
and insurance programs, about 14% ($26 billion) is expected to remain
unexpended at the end of fiscal year 1980. Slightly more than $1 billion
of the 1976 end-of-year balances are expected to expire (without being

spent) during the transition quarter and fiscal years 1977 through 1980.



Table 21

ESTIMATED SPENDING FROM END OF FISCAL YEAR 1976 BALANCES OF BUDGET AUTHORITY:

NON-MANDATORY PROGRAMS
(in billions of dollars)

Federal guarantee and
insurance programs:

Other unexpended

Reserves for losses and balances,

standby and backup authority June 30, 1976 Total

Total balances, end of 1976 (current estimate)........ 14.6 172.7 187.3
Spending from balances in:

Transition qUATter...cecssesesscsocncssesenancans .1 26.8 26.9

1977.00vnvnnn Cesecns teeescensene cesasesassaas vese A 63.6 64.0

B tesenene .2 29.1 29.4

B ceven 2 17.2 17.4

1980t i iinnienienrennnnseronenannna cerseceneanan 2 9.0 9.2

Expiring balances, transition quarter through 1980.... * 1.2 1.3

Unexpended balances as of end of 1980......... [N 13.3 25.8" 39.1

* Less than $0.5 billion.

Note: Detall may not add to totals due to rounding.

9¢
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Chairman Proxmire. We will start the question period now, then.

Why, Mr. Greenspan, is your estimate less optimistic for 1975 for
unemployment—you have increased your estimate of unemployment
to 8.7 percent or something of that kind—and more optimistic for
1976? What is the basis for this kind of a change?

Mr. GREENSPAN. It basically is caused, Mr. Chairman, by the fact
that the relationship that existed between the level of real GNP and
the unemployment rate at the time when the original budget docu-
ment was put together was apparently askew. And the forecast at-
tempted to phase the discrepancy that then existed into the more
formal relationship, and in tgis smoothing process we badly under-
estimated the early 1975 unemployment rate. Instead of returning to
its normal relationship gradually, it did so very abruptly. In other
words, it turned out that the deviation from lt:{e usual relationship
during late 1974 was really quite short range and not something
which could be projected.

So that what has occurred in effect is that the estimates for 1975
have been dramatically changed but, largely because of the fact that
the relationship between unemployment and real GNP was phased
back into the old forecast prior to the end of 1975, the estimates for
1976 were not affected.

Chairman ProxMIRE. But is it not true when unemployment goes
up as high as you now expect it to go in 1975 in order to go down to the
level that you had previously anticipated in 1976 you have to get a
considera.bf; improvement? :

Mr. GresnspaN. Certainly.

Chairman Proxmire. What is the basis for that substantial im-
provement in view of the fact that there seems to be a great deal of
discouraic;ment as I see it in the housing industry, for example, and
some feeling that the automobile industry has not responded as they
would like?

Mr. GreEENsPAN. Well, we have at this stage virtually a half-year
of evidence of what is going on in the economy so far as 1975 is con-
cerned. So that even though the estimates are annual averages the
central relationships we are looking at are not year-to-year averages
but quarter-by-quarter or month-by-month patterns from which we
then derive the actual annual figures.

First of all, it is certainly true that housing is well under its normal
trend. Our view is that trends in househo%d formations indicate a
replacement demend in the market that is probably normalized in
or upwards of the area of 1.9 million units of housing starts.

Housing starts, as you know, are running at an exceptionally low
level. Even a housing recovery with starts rising to somewhere around
1% million rate at the end of this year, which is about where our
forecast occurs, will still involve a very substantial increase of ap-
proximately 50 percent from the present levels.

Chairmean Proxmire. Now, let us stop right there because in housing
there are two elements that in my view, and maybe you can disabuse
me, are responsible for our difficulty. One element, of course, is the
very high interest rates from a historical standpoint, the mortgage
rates. They are still between 8% and 9} percent, a rate that is very
discouraging, and many indications are it is likely to continue at that
rate.
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No. 2 is the fact that Government-assisted housing is expected to be
for the next 18 months at a low level. We are told by the present Secre-
tary of HUD, Carla Hills, that she anticipates that Government-
assisted housing will not be the 600,000 that the goals provide but
about 200,000.

Now, when you take those two combinations, the conventional being
held down by high interest rates and the indications that high interest
rates are likely to continue and the Government-assisted being held
down because the programs will have difficulty getting started, it
seems to me the outlook for the next year, year and a half, is not good
in this very important area.

Mr. GreENnspaN. First, I certainly would agree that the key issue .
here is mortgage interest rates and I think that housing sales and -
completions have been suppressed by this. I think it is also important
to recognize that the tide does not necessarily begin with the starts
level but with the ability of our housing markets to absorb & number
of these units.

I would suggest that even at existing mortgage rates we will soon
find that the rate of starts would at least rise to the completion level
or to 1.2 or 1.5 million unit annual rates. More importantly, we are
beginning to see some very extensive amounts of mortgage credit
moving into the market. Mortgage commitments are exceptionally
high. The turnover of existing houses has improved markedly and I
think that we will find that with the gradual moving of existing houses
we can expect a rise in the normal basic market forces here even at
these mortgage rates and we do hope that they will move lower.

Chairman Proxmire. You see, one of the great difficulties we have,
I have, with your forecast is that our experience has been—the Na..
tional Bureau of Economic Research indicated this in a study they
made a few years ago—that forecasts for a short period, for 6 months
or 80, are likely to be quite accurate. For a longer period, whether they
are Government forecasts or business forecasts or academic forecasts,
they do not have that kind of a track record. Your short-term forecast
is pessimistic, your long-term is optimistic, and it seems to me for that
reason it is hard to put much confidence in this optimistic long-term
forecast.

The second problem I have is that even if your optimistic forecast
comes through and we have growth as I say at 100 percent higher than
has been our normal pattern, 6 percent for a period of 3 or 4 years,
we will still have a high level of unemployment right out
- to 1978. :

Mr. Greenspan. Well, Senator, first of all, I would say that what I
am forecasting at this moment are basically the next 6 months and 1
think that I would categorize 6-month forecasting as reasonably ac-
curate. It is when you get beyond that that you run into problems.

Chairman ProxmIRE. Yes, and this is the period when it seems to
be fairly pessimistic. :

Mr. GreeNsPAN. No. I would not describe our forecast at this point
as pessimistic in any sense whatever. I would suggest that we are
seeing, as you know, fairly clear evidence that the recessionary forces
are spent. As you know there was a significant rise in building permits
in April and a number of other indications in the housing industry
which I think are quite favorable. Then we are, of course, seeing some
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fairly solid increases in consumer spending and I would not describe
the outlook of the next 6 months in the context of what we have just
been through as being pessimistic at all. I think, as I indicated the
last time I was here, Mr. Chairman, that the growth rate will probably
exceed a 7-percent annual rate in the fourth quarter.

Chairman Proxumire. Well, perhaps not pessimistic but you still have
an 8.7-percent unemployment estimate for the year. You estimate
that housing starts will attain a 1.5 level, annual rate, by the end of
this year. What do you anticipate for 1976?

Mr. GreENsPaN. We think it is going to continue to move higher
up toward the expected normal level by sometime in 1976.

Chairman ProxMire. What is that?

Mr. GreENsPAN. To about a 1.9 million annual rate.

Chairman Proxmirg. Pardon?

er. GREENSPAN. About a 1.9 million rate of starts toward the end
of 1976.

Chairman ProxMIRE. A million nine toward the end of 1976.

Let me ask you one more question. My time is almost up. Your
midyear economic review—let me ask this of Director Lynn. Your
midyear review I should say continues the practice of assuming spend-
ing for civilian programs, Mr. Lynn, remains constant in_current dol-
lars except where changes are mandated by current law. Defense pur-
chases, however, you assume will grow 4 percent per year in real terms
after you discount inflation. If we assume that defense and civilian
programs are treated alike and held constant in real terms which may.
be or may not be the result of what Congress does, how would this
affect your projected outlays by 19807

Mr. Lynn. We do not have that at our fingertips, Mr. Chairman.
We will be happy to provide it for the record.

I should go on and add that it is our feeling that we have seen for a
period of time the funding of other programs in the Federal Govern-
ment taken out of the defense portion. We in the administration, and
the President, have been disturbed by this trend greatly and each
one of us, and I know of your particular interest in this, is for as
efficient utilization of dollars in defense as possible. We believe that
the proper level of defense does require this kind of an increase on
the procurement side. '

As you know, that is a 4-percent increase per year for procurement,
which means for total defense expenditures, a real increase more like
2 percent because half of the costs in defense are personnel require-
ments. But it is 4 percent’on the purchases of the Defense Department.

Chairman ProxMire. Well, our estimates are—the staff estimates—
that it would reduce the defense budget on constant real terms
instead of 4-percent increase, about $10 billion. Could you say off
the top of your head that that sounds about right?

Mr. Ly~nN. For what period, sir?

Chairman Proxmire. By 1980. Ten billion dollars annually by
19807

Mr. Lynn. I would prefer to—Mr. McOmber, who is my Director
of Budget Review, is having an instinctive reaction that no, it would
not be that high. So I think that gives me my answer, that lest we give
you a misstatement either way it would be best that we provide that
for the record. :
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Chairman ProxMire. Very good.

[The information referred to follows:]

First, it should be noted that spending for civilian programs follows from the
Administration’s program, as well as current law. The projections in the mid-year
review then hold civilian purchases constant in real terms. The only difference
between the treatment of defense and of non-defense purchases, therefore, is the
49, real growth assumed for the procurement portion (gut not the pay portion) of
defense purchases.

The long-range projections for defense outlays include allowances for real
growth of purchases of $1.2 billion in 1977, $3.2 billion in 1978, $5.3 billion in
1979, and $7.7 billion in 1980. Thus, holding the total budget constant in real
terms implies outlays of $397.2 billion in 1977, $428.4 billion in 1978, $452.8 billion
in 1979, and $475.1 billion in 1980.

Chairman ProxMIRE. Senator Percy.

Senator Percy. Thank you, Mr. Chairman.

I would like to discuss something that is very much in the public
mind and I am delighted to see it now in the minds of the administra-
tion, gasoline taxes. As you probably know, Mr. Liynn, I have long
felt we ought to just bite the gullet, sock it right where it belongs, and
I put in legislation months ago calling for a 20-cent gasoline tax this
year and next year 30 cents. The President indicated that he would at
least tilt the effect of the income tax toward gasoline. I have recom-
mended that we push every conceivable way we can to keep it away
from inflexible items such as petrochemicals, aviation fuel, heating
fuel, and so forth, and put it right on the flexible line, on gasoline.

. I know that Mr. Zarb yesterday said that he is looking toward
70-cent gasoline and that the effort 1s being made and intentionally to
tilt the 1mport tax toward gasoline rather than other items.

Is there now a real change in policy by the administration and a
recognition that we ought to go strong not only for energy conserva-
tion, recognize the facts of life, but also to bring some revenue in and
help reduce this deficit through a tax where we can take it on gasoline?

Mr. Lynn. I am not aware, Senator, of any change in policy by the
adininistration in this respect. I think what

~Senator Percy. It seems to be slipping out, though, gradually.

Mr. Lynn. No; I do not really think so. I listened to Mr. Zarb
yesterday, too, and watched him, and I did not detect any change
from what the President has said in the past. We believe that the tax
should be on the whole barrel and let the economy operate, let the
market operate as to where that may fall. There is some tilt, as we
discussed before, toward gasoline in the short term, at least when we
are talking about the $1 per barrel that was going on, and I believe
that is still the policy. I have been in a number of meetings with
re%I]')ect to energy and one of the things that struck me as extremely
difficult is to hit gasoline terribly hard and not work on the rest of the
barrel. You get into differences of production that can warp refinery
output tremendously if you take it too much out of the more volatile
level side of the barrel. In other words, a refinery can only adjust to so
much of the heavy ends and the light ends of the oil.

. I'have to say that my own particular biases are that I want the
market to take care of the adjustment that is necessary as much as
possible and the more that you direct, therefore, the burden toward
one particular segment, whether it is gasoline or something else, the
more difficult it becomes for that market to operate.
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1 must also say that the more we talk about allocation, the more we
talk about hitting one part more than the other, it means more the
involvement of the human beings in the Government trying to predict
how much is enough in one place or another. As the chairman was
saying, estimating future conditions accurately, for example, is very
difficult to do, but it is essential to making proper allocations.

Alan, do you want to add anything to that.

Mr. GreenspaN. No. I think that is fine. ‘

Senator PErcY. I know how unpopular this is, but when you
really get down to talk to people—and I have talked all over the
State of Illinois for 7 solid days now—I do not know any one who
does not recognize that this is a sensible program, to charge more for
gasoline, to have a basic 500-gallon exemption for every driver for
essential driving but try to restrict the excessive use of gasoline. And
certainly to have an Incentive and a penalty for those who buy
large gas consuming cars or efficient automobiles is a sensible approach.
These are the kinds of things that we are yearning to see the adminis-
tration take a bold, imaginative, forward look on and I think the
American people would be with them if they did.

Do we really think it is sensible any longer to deduct the State
and local gasoline tax from our Federal return? That costs $800
million annually. Easy to pick up. And we know the ‘‘guesstimates”
made are always on the generous side. Those are the kinds of things
I feel we can do with some leadership from the administration. A lot
of us down here will back you up if you wanted to really bring down
the size of this deficit because we know what it costs us in the housing
market alone to keep financing it.

I hope we even take another look at alcohol and tobacco taxes.
They have not been increased in 23 years. They are the lowest in the
world that I know of. We can easily pick up another $6 million by just
reasonable increases in those taxes. }I) believe we do not have a lot of
tobacco people in Illinois but we have got distilleries there and, T think
that would be sensible.

Those are just gratuitous suggestions. I think if we go after income
we can start mixing it up.

I would like to ask about the deficit. 1 recall very vividly in Decem-
ber when Secretary Simon appeared before us and absolutely insisted
the deficit in fiscal 1975 would be no more than $9 billion. I said my
office has forecast a $17-billion, a conservative $17-billion, deficit.
That was the minimum we could see. We have a comparatively
small office, but with a pencil and paper they sat down and showed
where it was. I gave the details to Secretary Simon. Yet a month and
a half later, OMB or the Treasury came in with a figure of $34.7
billion and now we have got $42.6 billion. Those are really wide-
ranging estimates. What I am saying is are we projecting what we
hope is going to occur or what we rea tically think 1s going to occur
and why a little congressional office came up with better figures than
all of OMB and the U.S. Treasury?

Mr. Lynn. Senator, this sounds a little bit like the kidding that I
used to do with NOAA, the National Oceanographic and Atmospheric
Agency, every year when I was Undersecretary of Commerce and I
would say it ‘appears to me from time to time, with all the millions
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you are spending, you are not doing a better job than the Farmer’s
anac does on the weather. I wgiidding, of course, but there were
times I felt that way.

I think what you are suggesting is that before I get any figures in
the future I had better come see you and at least consult on what
that private little shop of yours is doing. I did not have the pleasure
of particigating at that time when these earlier figures were being
put together, but I can say to you on our estimates side both as to
receipts and on those things that are not policy issues—by that I
mean there are policy differences between certain quarters in the
Congress and the President, and there we put forth the President’s
proposals—where we are estimating, we have done our best to make
those reasonable estimates. You W'ﬁl notice that there has been quite
an updating of those estimates.

Senator PErcY. There has been.

Mr. Lynn. In particular, we are showing some real increases in the
so-called uncontrollable programs. That ties in very nicely, and I
think your word of caution ties in with my own with regard to 1977.
1 think we are getting a real preoccupation with 1976. We must look
at 1976 very, very hard; but the time has come when we must now ask
a double barreled question or triple barreled, not just 1976. What
is it going to mean when you take certain action with respect to 1977
and 1978 deficits?

‘Senator PErcY. Well, 1 cannot help but think of the difference
accurate estimates make on the housing market, to all the finance
institutions. The Treasury projected a $9 billion deficit and we end
up with $43 billion. What a difference it makes in the whole money
market of this country, the housing field, and so forth. 1 just think
we have an obligation to be close.

I would like to just close with these thoughts. Is it possible for OMB
to comment, when we come back, on these interim reporting sessions,
on the estimates that are made by, say, the Senate Congressional
Budget Committee, when it reduced OMB’s February estimate of
receipts from the Outer Continental Shelf lease by $4 billion? That
is-a terrific spread. I do not know of any comment here on the dis-
crepancy, as to why the difference, whether we are wrong or whether
you are wrong. If we are wrong we would like to revise our figures
and’ update them but we ought to be getting closer together. Your
midsession increase shows an increase in individual income tax
receipts to $3.4 billion due despite the fact that the revised un-
employment and inflation estimates are both lower than in February.
It would be helpful I think if we comment on each others figures to
see why we have such discrepancies.

. Thank you very much indeed.

Chairman ProxMIRE. Congressman Hamilton?

Mr. Lynw. If T might just reply on the estimates, we have tried the
best we can because the concurrent resolution from the Congress
isn’t precise in some areas, to see whether or not overall we have been
more optimistic or the concurrent resolution has been more optimistic
in the straight estimating business. The best we can calculate, and we
are trying to work with the committees now, the staffs, to see whether
we put it together right, they may have been s little bit inclined to
be—to underestimate more than we did.
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we are either at about the same—it nets out about the same in total
or they are a little under us on total outlay effect, or total overall
effect on the deficit.

Senator PErcy. Thank you.

Chairman Proxmire. Congressman Hamilton.

Representative Hamiuron. Thank you, Mr. Chairman.

Gentlemen, the general impression is that your projections for 1976
are brighter, somewhat less gloomy than they were earlier in the year
when you made your first projections for 1976. What are the reasons
that underlie the somewhat more optimistic projections?

Mr. GreENsPAN. First, I think it is important to recognize that the
degree of accuracy in economic forecasting is less than what we would
like it to be. And I would certainly subscribe to the chairman’s remarks
with respect to the accuracy, especially for more distant periods.

I would not myself put terribly much emphasis on the differences in
these forecasts. In fact, I think I described them previously as qualita-
tively being approximately the same. When you consider the number
of variables with which we have to deal, it 1s in the ranges of errors
that invariably occur. I would say I am surprised that the differences
between this forecast and the original one made approximately 5
months ago or thereabouts are as small as they are. Earlier in the year
we suggested a very sharp econometric decline, early in 1975, followed
by a bottoming out or a stabilization by midyear and a recovery
during the second half of the year, accelerating moderately by the end
of 1975 and into 1976.

There are differences in the numbers, and as you know, we published
different numbers, but I would not want to make too much of the
differences because it implies a degree of precision which we just do
not have.

Representative Hamiuron. I understand that, Mr. Greenspan, but
after you state all the qualifications and the uncertainties of economic
forecasting, which we all readily acknowledge, you nonetheless come
up with a somewhat better view. ‘ -

Mr. GreeNsPAN. Yes; I would think that

Representative Haminron [continuing]. Now, why is that?

Mr. GREENSPAN. Well, first of all, the inventory liquidation occurred
a bit more rapidly in this immediate, most recent period, than we
expected, and the consumption of goods and services, so-called final
demand, has also held up a bit better than was expected. Consumer
expenditures basically have held up a bit better with the exclusion of
automobiles, and in our original forecast of automobiles, we did not
suggest anything resembling an auto boom and I would scarcely
describe what we are having as that. So I would say that it is mainly
in the area of consumer expenditures, ex-automobiles, and it requires
really very little difference to do that. A

Representative HamiLton. Does the fact that you have a tax cut
larger than you expected have anything to do with t?

Mr. GREENSPAN. In total it is difficult to judge where the changes
are, but my judgment is that the answer to that is no—that this
has been overwhelmed by other things that have occurred since the
beginning of the year.
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Representative HamiLron. May I also ask about the budget
deficit you project, which I think was $59.9 billion for 1976, and
I wonder if you could indicate to me the assumptions which underlie
that figure. With that fizure, are you assuming that the President’s
program with regard to energy and the cap on social security benefits
and all the rest of his program will be enacted as—

Mr. GREENSPAN. Yes, sir.

Representative Hamiuron. That is the assumption which
underlies——

Mr. LynnN. Except the 5 percent on social security is not assumed
any longer, and the $59.9 billion deficit assumed that the President’s
effort to put the cap on the social security will not come about.

Representative Hamiuron. What is——

Mr. LiynN. There are other caps, though, on civilian and military
pay, and we still believe that Congress should enact those ceilings
for this year.

Representative HamiLron. What about the possibility of Congress
extending the tax cut into 1976? Is that figured into this $59.9 billion?

Mr. Lynn. It is not, sir. We assume that the current law holds and
the other side of that coin is that the extra tax cuts expire at the
end of the year. :

- Representative Hamiuron. Now, I recall a few days ago reading
about the increase in estimated receipts. My recollection was $7.5
billion. But I don’t find that in the statistics here. I think that was
estimated receipts for fiscal year 1975. Is my memory in error on that?

.-Mr. Lynn. If you have before you the update, Mr. Hamilton, on
page 11, table 3, we show the differences in the estimating on the
receipts for 1975 and 1976.

-'Representative HamiLTon. Thank you. That is helpful.

Now, why the underestimated individual income tax receipts?
You: were way off on that, over $7 billion. That is quite an error.
What accounted for it?

- Mr. Lynw~. I will quote from our update on page 10, and I should
say that this is essentially what Assistant Secretary Fiedler said at
the press briefing we had last Friday: “The data are not yet available
to assess accurately the reasons for this underestimate.”’

" The simple answer is we don’t know.

Mr. GreEnspaN. I should explain why we don’t know.

- Mr. Liynn. That is better. :

Mr. GreEnspPaN. The data are collected as they are received by the
Treasury and all you have as a specific figure is a check on the income
tax form. We don’t know the extent to which the estimates are incor-
rect ahead of time because, for example, of variations in the capital
gains tax, the need to base estimates upon a number of assumptions
which relate to the specific items that appear within the tax forms,
some of which may prove to be inaccurate, and it is only when either
a full sample or a rather large sample or a full editing of all the tax
forms is in within a year or two that we know why that estimate was
wrong. We will then know exactly where the tax receipts came from
with respect to the nature of the income itself.

" Mr. Lynw. I can add one thing, Mr. Hamilton, that the things that
resulted, the extra receipts that resulted in the estimate being so far
off were bunched at the end. It has come in at the end of the fiscal
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year. I should also give one more warning. Aswe put on page 10, ‘‘There
is still considerable uncertainty as to what tax collections will be in
June, especially because large corporation income tax payments are
made in that month.” And just as we have had in the other areas of
taxes this bulge at the end with extra receipts, we don’t know which
way that is going to fall with respect to the corporate receipts.

I can say as your friendly Budget Director that this-is something
I am going to be as curious on as you are, because those receipts esti-
mates are extremely important to the work of the Congress as well
as the work of the administration.

Representative Hamivron. I notice you put your estimate up on
individual income tax receipts for 1976. Was that done because the
receipts are higher than you anticipated?

Mr. McOMBER. Mr. Hamilton, it is a combination of our experience
with 1975 receipts and our assessment of the economic assumptions
that caused that $3.5 rise.

Representative Hamiton. Thank you, Mr. Chairman.

Chairman Proxmire. Congressman Brown.

Representative BRown of Michigan. Thank you, Mr. Chairman.

Let me thank you gentlemen for being here this morning. It is nice
to see you again, Mr. Director, former Secretary.

You mentioned in your discussion of the energy bills about the
comparison of the President’s proposal with what Ways and Means
has done, and you mentioned that you can accomplish a tilt for
gasoline. I thought you were mentioning that in the context not of
just market forces but in a different way. How do you accomplish
this tilt?

Mr. Ly~~. I must admit, Mr. Brown, that although I have a
general working knowledge of this area, I am by no means an ex%irt
as to how FEA goes about doing this type of thing. Maybe Mr.
Greenspan can add to this.

The main point I was trying to make, was that we really do believe
that the economy can more easily adjust to the conservation measures
that we believe are necessary if you spread the burden across the
barrel rather than zeroing in on one particular place for it to be felt.

That doesn’t mean some adjustment might not be advisable, but
we are inclined to believe you ought to treat the whole barrel. When I
say that I should add that it is interesting to note in the Ways and
Means proposal they do try to treat part of the barrel beyond gasoline
too. There are taxes on business for the use of oil. It is just that the
committee tries to stay away from the concept of a tax on the barrel.
You tax the gasoline, you tax the business usage of oil, and therefore,
it isn’t just a gasoline tax by the committee.

So they recognize, too, the need to treat the barrel across the board
but they don’t like talking about it in terms of the barrel. '

Mzr. Greenspan, would you like to add anything to that?

Mr. GREeNsPAN. 1 think the FEA regulations on how the cost
increases are passed through byproducts in a sense are regulations
which adjust or can affect the prices of different products as they come
out of the refinery. ’

Representative Brown of Michigan. Senator Humphrey isn’t here
this morning but I will take up the cudgel for him and say with the
present situation on the farm, how can you justify raising the cost of
fertilizer through a tax on a barrel of o01l?
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Mr. Lynn. Well, first of all——

Representative Brow~ of Michigan. As compared with nonneces-
sary driving?

Mr. Lyn~N. The minute you get to the question of nonnecessary
driving, there are only two ways of addressing that. One is the

Representative BRown of Michigan. Let’s presume all driving as
compared with:

Mr. Ly~nn. OK. Because if you wanted to get finite on who is doing
necessary driving and who isn’t, you are talking about rationing and I
want to stag as far away from that as I possibly can.

Now, with respect to the farmer, first of all, one of the things that is
overlooked in the President’s program constantly is the return of the
money collected by the taxes to economy and we are still talking about
that in the President’s energy program. The energy program that is
reflected in this budget is the President’s original program updated to
reflect changes that have already occurred. We couldn’t put the pro-
gram in April 1 any more by definition. So we had to, for budget
gresentations, make an assumption of a future date and we chose

eptember 1 for that purpose.

e already have a difference in pricing to some extent in this situa-
tion and we had to take into account certain tax changes with the oil
industry already. So there is a return to the economy that way.

Second, the President himself said I believe in a speech that he gave
some months ago that he fully recognizes the problem on the farm side
and that some relief would have to be given there, and I don’t believe
we have forgotten that statement.

Representative Brown of Michigan. I am not sure that is too
encouraging to farmers, though.

Mr. LYNN. No. Well, what we had hoped, Mr. Brown, was that
as the President’s proposal progressed in the Congress, that our
people in the FEA, Frank Zarb, and others would sit down with the
committee in the Congress and work out precisely how that should
be done to help the farmer. And I know Mr. Zarb stood ready to
do that, that i1s, working with the congressional committees. Un-
fortunately the discussion on what kind of an energy proposal we
should have moved from the President’s program to some Hill initia-
tives, which did not include any of the redistribution in the form of
tax rebates that were in the President’s program.

Representative Brown of Michigan. Following the President’s
talk the other evening when he indicated that the extra $1 per barrel
would be imposed, there were many critics of his talk and of his action
who mentioned the inflationary impact and some of these same
critics were supporting the Ways and Means bill. Can you reconcile
criticism of the President’s action with the proposed congressional
action?

Mr. LynN. I must admit that that criticism of his statement
somewhat bewildered me, at least as to substantive grounds for the
criticism. The committee proposal has a cumbersome and question-
ably effective rebate system, full of all sorts of exceptions.

nder the President’s program; as you know; the $2 on oil, bcih
foreign and domestic, the 37 cents on the natural gas, and so forth,
were supposed to be returned through tax rebates to the American
people. I have not seen anything in the committee proposals—perhaps
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I am forgetting them—that would efficiently get those taxes returned
to the people. We believe that the economic effect of our energy pro-
posal, the President’s energy proposal, would be pretty much neutral
because of the refunds; the return of tax receipts to the economy.
That doesn’t mean that there would not be certain greater effects on
some part of the economy than others. There always is in any action
you take. But overall it would be neutral.

You will recall the debate of some months ago as to the ripple
effect and that indeed the effect .on the Consumer Price Index would
be more than the 1% to 2 percentage points that we predicted as a
olxlle-shot increase in the CPI, and that it is really much more than
that.

Now, I have noticed again we .are hearing a repeat of that same
sort of thing out of another study that has been done very recently.
We still don’t believe that is the case. We do believe there will be the
increase in the CPI, offset by the return of the money to the American
people to cope with that increase. We reflect that quite honestly in
our forecast, in our economic assumptions on page 9. The rate we show
for the CPI, December over December and year over year, reflects
the oneshot impact on the CPI of the President’s energy program.

Representative Brown of Michigan. Let me shift gears for a minute
and ask you about housing. There has been a drawdown as I recall of
somewhere around $6 million in the GNMA conventional plan and
yet we still have reflected, as the chairman mentioned, mortgage rates
of 8%, 9 percent, whereas the GNMA program provided for a secondary
market at much lower rates. Why hasn’t that lower rate been reflected
in the cost of mortgage money today? Is it because

Mr. Lynn. Which lower rates would be reflected?

Representative BRown of Michigan. Under the GNMA conven-
tional program which by and large results in below 8 percent now,
doesn’t it?

Mr. Ly~w. I don’t remember what it is now. I have kind of lost
track in recent months. I believe it is around what, 7}, I think was
the last rate that I was familiar with.

Representative BRown of Michigan. But the first money went out
a little above 8 under the Proxmire amendment. .

Mr. LynN. Yes, and what you are asking is why doesn’t that affect
the overall statistics as to where the interest rates are.

Representative BRown of Michigan. Yes. Is it because this money
has not been actually committed to units built since the program came
into being? Is there that much lag time?

Mr. Lynn. I will have to ask Mr. Greenspan, because I don’t know
where those figures come from, whether they are on loan contracts
or—the interest rates shown on mortgages, those are closing, aren’t
they? That could account for part of them. I am just guessing, be-
cause, as you know, the tandem program is one in which a commit~
ment is made in advance and it is only after the home is built and
the buyer for the home is found that you close the transaction, but
that could be one of the reasons.

Representative BRown of Michigan. Then can’t we then expect
that program to help reduce interest rates the latter part of this year
as those commitments are actusally, as those commitments become
actually mortgage loans?
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Mr. Lyn~. If it did, Mr. Brown, I don’t know that that would
affect those rates that are being offered apart from tandem by the
savings and loans because they still have to look at what they are
paying to their depositors for money, whether long term or short term,
and look at their own overhead and look at what they think is going
to happen in markets in the future and decide their interest rate that
way. Unless it is going to be some kind of a subsidized loan. It might
bring the statistics down, but I don’t think that it would alter a whole
lot the savings and loan patterns unless the tandem program should
"become so huge that there isn’t any business left for the savings and
loans, and that would worry me substantially.

Representative Brown of Michigan. My time has expired. Thank
you very much.

Chairman Proxmire. Gentlemen, let me try to indicate what our
problem is. I realize you have got a time problem. Let me say what
our problem really is with what you have given us this morning, what
you have given i these projections. You see, what we are talking
about here is what should be our fiscal policy, our spending and tax
policy, what should be our monetary policy, and that is the whole
purpose, I take it, in having this kind of a discussion, so we can deter-
mine on the basis of a sensible kind of economic estimation of what
the future is going to be like, what we ought to do.

Now, on the basis of this very, very rosy notion that we are going to
have 6.5-percent growth between 1978 and 1980, as I say, that is
twice as great as we have on the average in the past and the notion
that we are going to have 6.3 over the next couple of years, we still
would have unemployment on the basis of your estimate at 7.2 per-
cent as late as 1977, 6.5 percent in 1978, and only then that would go
down to 5.8 percent in 1979 and 5.1 percent in 1980.

Now, if we take the best years we have had in the last 30 years,
the years of 1961, 1962, 1963, 1964, when the economy was growing
rapidly, and assume that we are going to have that kind of growth,
then we will have unemployment of 8.5 percent next year, 8.3 percent
in 1977, 7.8 percent in 1978, 7.3 percent in 1979.

What I am getting at is it seems that the most logical and likely
course of the economy is going to be such a heavy level of unemploy-
ment, so much unused capacity, that we should find ways of stimulat-
ing the economy as vigorously as we can. I would like to do it with
monetary policy as much as possible. However, we do it, it seems to
me even on your optimistic assumptions, if we are going to put our
people to work and we are going to cut down on unemployment to a
level that would be acceptable, it would seem to me that Congress and
the American people—we have to have a more vigorously stimulative
policy of some kind.

I would like to get your answer to that.

Mr. Lynw. I would like to start, Alan, if I might, just in general
terms. Everyone wants to get those unem;l)}oyment figures down.
Certainly no one wants that more than the President of the United
States. But I believe there is a growing awareness as we have seen
recent figures that additional stimulus at this point could be totally
counterproductive toward that goal of getting unemployment down.
In fact, it could turn off the recovery so that we don’t have the upturn,
but the opposite. The one thing we don’t want to be any party to is
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putting a huge dose of stimulus in there at this time and everybody
seeing everything glorious for a period of 6 or 8 or 10 months.

Chairman Proxmire. That is very good rhetoric, but where is
your logic? Where are your figures? What is too excessive a stimula-
tion? Isn’t it true, if we are going to get 6% percent growth, twice the
rate of growth that we have had in the past, we have to have some
kind of economic leadership on the part of the Federal Government?

Mr. Lynn. We think we are giving that leadership, and we would
hope that the Congress would join in that same leadership, Mr.
Chairman. We don’t think it is leadership to give us bills like the recent
job assistance appropriation (the Emergency Employment Act),
but would actually subsidize the Postal Service, guy more auto-
mobiles and add some more money to the general fund for buildings
and construction in a way that does not really help employment.

Chairman Proxmire. Director Lynn, let me tell you I voted against
that Job Assistance Act program. I would vote to sustain the veto. I
thought it was wrong. It is a program that is going to come on the
scene too late, won't become effective for 3 or 4 years.

My problem is the administration doesn’t come up with anything,
anything except the tax cut we had last year. They apparently oppose
the emergency housing program we suggested, oppose any kind
of vigorous monetary stimulation, nothing except this kind of a rosy
optimistic notion that somehow, somewhere, we are going to get
twice as great a growth in the economy as we have had in the past,
a?d that is going to gradually reduce this very high level of unem-
pioyment.

I think that is a very poor prospect.

Mr. Ly~n~. Mr. Chairman, suppose we are right with respect to
the 6.5 percent and you are wrong in this connection and, based
upon your judgment, we have the %‘ederal Government go out and
borrow a lot more money than even those huge amounts we have
to borrow now, and suppose that money is used for the kind of
contracts that generally would be required by the kind of initia-
tives that the Congress is coming up with, and now the path of re-
covery is as we say it is.

Now, we have signed all those contracts in Commerce, Interior, in
Health, wherever it may be. There is no way to turn them off. It is a
little like you go beyond the cliff and jump off. There is no way of
getting back up and defy gravity.

Chairman ProxMIrRE. I am not recommending a bigger deficit.

Mr. LyNN. You are not?

Chairman ProxMire. L-voted for the Dole amendment, to reduce
the budget ceiling. I think there are ways in which we can stimulate
the economy without a bigger deficit. The emergency housing pro-
gram is one. It would reduce the deficit, bring in more revenues
than it costs.

Mr. Lynn. Is that true?

Chairman ProxMIRE. We estimate it would bring in about—over
$2 billion and cost about $1 billion, and I am sure you will recommend
a veto to the President on that.

Mr. Lynn. I would like to see the bill before I make any recom-
mendation. I believe action hasn’t been taken by the Congress yet.

Chairman ProxMIRE. I am happy to hear that.
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Mr. Lyn~. But what I am saying is every proposal that is made by
any group for Federal expenditures claim that we always are going to
get back more than we will be putting out. When you are ta%king to
one group or another, they stress the impact of their proposals on
creating more jobs. I think we need more jobs and we need them as
soon as we can get them, but I want to see those jobs come now from
the private sector doing the right thing to bring them back.

Chairman ProxmirE. Precisely, and that is why I think something
like the emergency housing program is useful and also why T think
monetary policy is useful, %ut when you have a situation with 7.5- or
8-percent unemployment, when you are operating that far below
capacity, the likellhood of inflation coming from excess demand is
really de minimis. There is really very little of it.

I would like to ask Mr. Greenspan to comment.

Mr. GreenspaN. First of all, let’s put the 6.5-percent growth rate
in perspective. First of all, these were not done in the sense that we
look at past rates of growth. I think two things have to be considered.
One, we are starting at a much lower level than any of the previous
periods during which you can make comparisons, and I think it is
important to recognize that the rate of growth is a function of the
basic level from which you start.

Second, the projections do not specify what the rate will be in 1977,
1978, and 1979. As we have indicated in the text, we are putting them
in largely as projections that we may very well find that while on
average we get that level, we may very well get up to a far sharper
level of real growth in 1977, so that in a sense the recovery which we
are looking at may very well occur much quicker than we have it in
those particular numbers.

We want to emphasize that those numbers are not forecasts. What
we basically are looking at is a projection. We were actually, in fact,
discussing the meaningfulness of putting in the intervening years on a
linear projection.

Chairman ProxMirg. Indeed, they are not forecasts, but you see,
if we assume this is the rate of growth and it is optimistic based on
past experience, if we assume that is the rate of growth, then we get
a diminution of unemployment at a fairly moderate level and we go
way out to 1980 before we get it down to 5 percent. The point is, if we
don’t get that, then we are going to have an unacceptable level of
unemp%oyment and idleness, not only of human resources but also our
factory resources.

Mr. GrREENSPAN. Senator, I would not state at this particular point
that I know we won’t be getting a huge increase in 1977 so that a
goodly part of that growth which we are projecting from 1976 to 1980
may very well occur in 1977.

And this is one of the reasons why I think it is important to recognize
that when this economy gets moving, we don’t know how much
momentum there is.

I think you pointed out very correctly, Mr. Chairman, that our
forecasting capability, especially that far out, is not very good, and
when we are at these levels of activity I think it is quite possible that
the average rate of unemployment is going to be a good deal lower than
we show 1n that linear projection.

Chairman Proxwmire. Gentlemen, I realize you have been very
gracious with us in giving us this time. If either Congressman Hamilton
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or Congressman Brown have a question or two that they would like to
ask, if you will permit it—I know you want to leave promptly, as
promptly as you can. A

Mr. Ly~w. The one thing T don’t want to do is get in a bad way with
either body and the other body is waiting.

Chairman ProxMire. The other body is represented by the two
other questioners, though.

Mr. Liynw. I know. So I will defer to your own judgment.

Representative Hamivron. 1 have no further questions.

Representative Brown of Michigan. I have nothing.

Chairman Proxmire. Thank you very much, gentlemen.

Mr. Ly~n~. Thank you. We will retreat to the ‘‘other body.”

Chairman Proxmirg. Our next witnesses are Robert W. Hartman,
Brookings Institution, Edward M. Gramlich and Barry M. Blechman,
also of Brookings Institution.

You are, I understand the authors of “Setting National Priorities:
The 1976 Budget.”

Mr. Gramlich, I understand you will lead off.

STATEMENT OF EDWARD M. GRAMLICH, ROBERT W. HARTMAN,
AND BARRY M. BLECHMAN, THE BROOKINGS INSTITUTION

Mr. Gramuicu. Senator, thank you for asking us up here to testify.
We understand that we are talking about the midsession OMB re-
view which you have just been discusssing and we just got this on
Friday night—unfortunately we have not had time to prepare a formal
statement. So we will just be talking from notes.

We also understand that we have sent up some drafts of various
chapters in the book that we are currently preparing on the budget
and most of the numbers in those drafts, and any tables that may be
around, are based on the initial budget estimates which are in fact
fairly close to these revisions. But just to avoid confusion in our re-
mari}(,s this morning, we are going to be talking totally in terms of the
numbers of the midsession budget review.

What we would like to do in our talk this morning is essentially two
things. The first is to talk about the numbers a little bit and say where
we think that they are strong and weak and emphasize a few things
about the numbers. Then we would like to go on from there and talk
about what we understand to be the purpose of all this, that is, the
implications of the longrun budget outlook proposed by OMB or
revised now by OMB, and what it means about budget planning and
policy options, and so forth.

We are not really economic forecasters, but having seen the eco-
nomic assumptions in table 2! which you have been discussing at some
length already, we feel that we would really like to say a couple of
things about those forecasts.

First of all, in terms of where the economy comes out, that is, the
growth in real GNP, unemployment, and so forth, the forecast in
table 2 is really quite standard now for the forecasting fraternity.
We have taken a look at several forecasts, and if we just focus on
calendar year changes, 1976 or 1975, it is a fairly standard assumption
to expect that real GNP will rise in the order of 6.5 percent. The
unemployment rates of 8.7 and 7.9 are fairly standard. The rate of
inflation in the forecast here is I think a little above the standard

1 See table 2, p. 9.
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estimate, but that is because the administration is still assuming that
the energy package is put into effect, and many forecasters have
revised assumptions on that.

But what I think is not standard about the forecast, and I think
what ought to be pointed out about it, is that it is our impression,
and it is certainly true in all the forecasts we have taken a look at,
that mcst of them make the assumption that something like the
budget of the congressional first concurrent resolution on the budget
will be the appropriate fiscal policy in fiscal 1976. The forecast here,
on the other hand, is still assuming essentially the budget as proposed
by the President inJ anuary.

There are a few revisions mainly in connection with things that
were supposed to have happened by now but in fact haven’t happened.
But apart from that, there are no important shifts, and if you look
at the budget, defined at full employment, which is given in table 1,!
there is really a rather slight $4.5 billion change between February
and now. That is not trivial, but it is not terribly large. And just
by way of comparison, our calculations of the implication of the
first concurrent resolution on the budget of the Congress is that
instead of shifting from a full employment surplus of 11.6 to 7.2 as is
shown here in table 1, it is 11.6 to something like minus 6 billion.
In other words, the Congress really is a much more stimulative
budget, and it is our impression that most other private forecasters
who come out with similar GNP results as the administration does
have also made this assumption of more stimulative fiscal policy.
Thus, I think the first question to be raised about it, which indeed
you have been raising more or less directly in the previous questioning
period, is whether %e budget policy implicit here which magically
holds the line in deficit at $60 billion is enough to bring about the
fairly optimistic economic projections that OMB is now making for
fiscal 1976.

Second, I would raise a similar point about monetary policy. Just
to give you a few more numbers, in the economic assumptions here
the percentage change in current dollar GNP, 1976 over 1975, is 14
percent in this forecast. If you look at the bottom line of the table,
the forecast assumes that interest rates are stable; that is, they don’t
rise—this is a very important point—they don’t rise even in a period
when real GNP is now turning around and starting to go up, and
even in a period when there is still a sizable amount of inflation.

Now, one of the economic relationships that still does hold up
pretty well is that there is a relationship between the rate of growth
in money supply and the rate of growth in GNP. The implication of
that relationship is that in order to achieve these two objectives—one,
stable interest rates; and two, growth in current dollar GNP of 14
percent—you would need some sort of double-digit rate of monetary
growth at least for a while. The precise number that comes out of
that calculation is 12 percent. Arthur Burns has come down here and
has said that he is aiming for from 5 to 7.5 percent, and I think the
second question about the forecast is whether the stated intention of
monetary policy is consistent with the economic assumption given
here in tab{)e 2.2

PPN

1 See table p. 8.
3 See table 2 9
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So we are raising these questions both about fiscal policy and
monetary policy, and it is our impression—we have done a little
research on this over the weekend—that if you adjust for the tighter
policy assumptions that the administration forecasts of table 2,! while
maybe not totally out of the range of forecasting, because things are
quite uncertain at the present time, it is at least on one side in terms
of the assumption that it makes about the underlying animal spirits of
the economy. They are assuming a lot of animal spirits and to give
this forecast with the tighter policy assumptions.

That is what we would like to say about the short run. We also
want to get into the long-run question because this session really
should focus much more on that. In a minute Bob Hartman is going
to talk in more specific policy terms, but I just want to pave the
way for him by trying to put the long-run forecast that OMB has
made in this document in historical perspective.

Let me do that by giving you two numbers. The first number is
that if you adjust for cyclical movements both in GNP and in Gov-
ernment expenditures which again for these purposes we think is an
appropriate thing to do, in 1960, a concept that we call permanent
Government expenditures relative to full employment GNP was 17.3
percent. In 1970, after a decade of Great Society programs and then
toward the end of the decade the large increase in military expendi-
tures for Vietnam, that percentage has risen to 20 percent. In the
President’s program as initially proposed in January, it was back to
18.3 percent. In other words, even though there was an increase in
the share of output devoted to Government in the sixties, that in
the 1970’s that had not only stopped, but had also reversed itself.

Now, the latest estimates changed that a little bit. If you take the
President’s program as revised, the share goes up to 19.4 percent. 1f
you take the congressional budget in the first concurrent resolution,
1t goes up to 19.7 percent. But it is still true that even in the con-
gressional first concurrent resolution, there has not been a growth in
the share of output devoted to Government for the decade of the
seventies. Thus, I think the first point to be made about this is that
in terms of where we are today, the Government’s share has remained
stable, and is certainly not getting out of hand in any sense. Govern-
ment seems to be growing at approximately the rate of full employ-
ment GNP.

Now, what does this mean when we look forward to 19807 Well,
the administration has on table 15 given some very useful num-
bers. They show the budget outlook to 1980 both as they propose
it in the budget and in the without any new programs. Let me just
focus on the latter, that is, the implication of tﬁe budget as is implied
by the present expenditure and tax programs of the Government. The
1980 number of $467.3 billion in expenditures in the actual budget
translates to a share of Government devoted to government of just
very slightly higher than the 1960 proportion, very slightly higher
than 17.3 percent.

This means if, for example, the Congress and the administration
were to call a 4-year moratorium on new expenditure programs that
the share of output devoted to Government would gradually drift back
to 1960 levels, not quite all the way, but very close.

1 See table 2, p. 9.
2 See table 15, p. 28.
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If, on the other hand, you were to remain at the 1970 level, which is
also approximately the level implicit in the first concurrent resolu-
tion, the expenditures could be $60 billion above the $467.3 given
there. In other words, though this is very, very shorthand, back-
of-the-envelope budget analysis, I think it is important to point out
that it would be possible to spend something like $60 billion in new
expenditures and still be consistent with maintaining a stable share
of Government.

Obviously the—you could go anywhere in between that range.
You could even go outside it if you decided that the share of Govern-
ment ought to be at a different level that was true in. the past. But
again, it is important to make the point that on the one hand there is
some room for some new programs sometime between now and 1980
and that that is consistent with a stable share of output devoted to
Government.

Now, let me make two other points. One concerns the question that
you are raising already about the $7 billion underestimate in personal
tax revenues in 1975. We think we know part of the reason for that,
and we think that it also has an implication in these forecasts.

Very briefly, we think that the OMB way of making projections
underestimates the sensitivity of personal income taxes to changes in
personal income and that that is one of their problems in 1975.

We have done some calculations and we think that the receipts
under current law, if you adjust with that, are low by $25 billion.

Senator ProxMIRE. Mr. Gramlich, this is a very, very helpful
opening statement. I would appreciate it if you could abbreviate
your remarks so we save as much time as possible for questions. I
want to leave some time for Mr. Hartman.

Mr. GraMmricH. The other point is just the question about whether
the payments to individuals are getting out of control, and this could
be described in the same way. There has unquestionably been a rise
in the share of Government expenditures devoted to payments to
individuals in the early 1970’s. That share grows from 6.5 percent
in 1970 to 9.2 percent now, but again the rise appears to be slackening
off, and indeeé), in the 1980 projections, it is slated to fall back down
toward 8.9 percent.

So again there is a picture of a rise at this time in the 1970’s, but
again tie longrun projections given by OMB do not seem to indicate
that that part of the budget is getting out of control either.

Now I would like to turn it over to Bob Hartman who will talk
more specifically about some of the policy questions.

Chairman ProxmiRe. Mr. Hartman, we would appreciate that very
much. As I sa{, it is 11:25 and we would like to question you if possible,
so if you would limit your remarks to 10 minutes.

Mr. HartMaN. Fine.

Chairman ProxMIRE. Mr. Blechman, do you have a statement?

Mr. BLecaman. No.

Mr. HartMaN. What I want to do is talk a little bit about the uses
of these long-range projections. I think we are at the stage where we
want to know what to do with these.

The longer range projections of Federal expenditures and revenues
presented in February and at the midsession review should become
the focus for conscious budgetary planning. The projections have no
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real value unless they are used. Both the administration and the
Congress should use these projections to set the framework for
debate over current legislation; so that an integrated future plan
guides present deliberations. I do not think that this second step has
yet been taken, either by the administration or by the Congress, and
I hope here to briefly indicate what is needed to make the projections
a useful guide to policy.

First let me talk about outlays under current programs. These
estimates show the spending implications of existing programs, with
entitlement programs adjusted for beneficiary growth and inflation;
with national defense and operating programs adjusted for pay and
price increases; and with most other programs held to more or less
constant nominal amounts. Particularly grants-in-aid are treated
that way. It would certainly be a mistake to settle upon such a spend-
ing plan as a target for 1980, and even as a baseline budget, these
outlays under current law leave something to be desired because of the
imbalanced treatment of grants-in-aid which are not, generally,
adjusted for inflation. We have attempted to estimate a - cur-
rent real services budget, which adjusts all programs for inflation
to be used as a baseline. We estimate that this real services budget
would be between $476 billion and $482 billion at full employment
in 1980. That would be about 18 percent of full employment GNP.

I want to say right away that current services need not be con-
tinued to 1980 if they are wasteful, so one way to begin planning for
what we want to do is to look at parts of the current year’s services
that the Nation can live without.

In our forthcoming study, we have looked at three principal ways of
reducing spending under current law that merit attention. Let me just
mention them and you can follow up if you want.

The first one is to eliminate the double counting of inflation for
future social security retirees, which has the -effect of raising the
relationship between initial social security benefits and past wages. If
we correct this mistake between now and 1980, we would be saving in
that year about $5 billion.

Second, if we were to eliminate the 1 percent add-on bonus in the
escalator in Government employee retirement programs, which over-
compensates such people for inflation, we could save $1 billion to $2
billion by 1980.

In defense, a variety of efficiency measures and adjustments to new
foreign policy facts in Southeast Asia that are discussed in our book
could save anywhere up to $15 billion by 1980.

These potential savings may be contrasted to the administration’s
proposal for savings, which consist of caps on a number of entitlements

rograms and selected cuts in several health programs and in grants-
m-aid for education and social services.

Looking in the other direction, namely upward, the menu of possible
additions to spending is, of course, very long and it would be presump-
tuous of us to attempt to even suggest a well-rounded dinner. Current
and past volumes of “Setting National Priorities” have, however, dis-
cussed and estimated the cost of national health insurance, welfare
reform, and improvements in the defense program. Incidentally, real
increases in defense as well as the energy tax offset payments consti-
tute most of the administration’s additions to outlays in their pro-
jected budget.
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Now, the question of how much the Federal Government should be
spending in 1980 could be discussed in philosophical terms, or it can
be discussed by looking at the historical ratios, as Mr. Gramlich did.
There are, however, some technical aspects to this that I would like to
raise because I think it is important when we look at the outlays under
current law that we understand what is implied by the projections.

The technical issue that is of some importance here is how we ought
to treat inflation, and in particular growing Government salaries, in
the context of budgetary planning. The OMB convention in defense
projections, for example, is to fix the amount of manpower and plug in
pay increases to 1980. The question should be raised whether this is
what we expect to materialize or should Government agencies be
expected to find productivity improvements to pay for part or all of
their real pay boosts. Since grants-in-aid are ultimately used by State
and local governments primarily for salaries, the same question arises
there: does the Federal Government guarantee State and locsl govern-
ments inflation-escalated payments or does it insist that they too,
find manpower savings?

Let me turn to my original theme, and try to wrap up the outlay

part, by saying the administration would do the Nation a service
and the Congress a service by going one step beyond the production of
the numbers for the longer range projections. That next step should
.consist of a clear enunciation of its preferred public sector share for
the future and a statement of its desired longrun policy toward com-
pensating for inflation in grants-in-aid and operating programs. All
that Congress has been told so far is the administration wants to cut
entitlement programs to hold down longrun costs of government. But
Congress can better decide if that is a good idea if an explicit overall
goal for Federal spending is set forth.

I would note here, that OMB is very strong on pointing out that

“their projections are only projections and not forecasts. There is a
third thing—that is what I am calling for here—which is neither a
forecast nor a projection, but is a plan. In other words, I would like to
know what the executive, at least, thinks the longrun growth of public
spending ought to be, and I think Congress ought to debate that issue
so that it will have a better idea of what lies out there as it makes cur-
rent decisions on budgetary matters. That plan is missing from this
projection or forecast or whatever we call it.

On the revenue side, our estimate of full employment revenues under
current Jaw in 1980 is $564 billion. That is about $25 billion above the
administration’s estimate for the reason Mr. Gramlich mentioned.
There are two principal uses to which Federal revenues could be put.
One is to allow revenues to exceed outlays at full employment, to
run a full employment surplus, retire part of the debt, and rely upon
monetary policy to stimulate the economy and bring it back to full
employment. C

This approach, which at high employment levels would imply that
the Government is adding its saving to that generated in the private
sector, can be called a high investment strategy. It means that the
Nation chooses to devote a relatively larger share of GNP to invest-
ment and relatively less to private and public consumption. The degree
to which it is felt that such a high investment strategy is needed deter-
mine show large a full employment surplus to plan for and how stim-
ulative a monetary policy we will need to get back to full employment.
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After setting aside part of full employment revenues for a high in-
vestment strategy, the remainder, except perhaps for a small planning
allowance, can be used to finance public expenditures or to be returned
to the private economy in the form of tax cuts.

Congress in its first concurrent resolution on the budget for 1976 has
already indicated that it plans to extend the temporary provisions of
the Tax Reduction Act of 1975 and we estimate that this would return
about $14 billion to the economy in 1980. In addition, the first con-
current resolution specifies $1 billion in revenue from tax reform for
1976, although no future amount was indicated. The administration
proposes & longrun net tax cut of approximately the same magnitude,
as the result of a large income tax cut more than offsetting planned
energy tax increases.

Let me talk now about reconciling outlays and taxes.

Neither the action taken on taxes by the Congress now the adminis-
tration’s proposed energy tax package amounts to a complete longrun
program.

The administration’s 1980 full-employment revenue projection,
including its energy package, of about $525 billion exceeds its outldy
projection of $483 billion, including its initiative proposals, by $42
bilion. In other words, the administration is projecting to 1980 a
$42 billion full-employment surplus.

The administration could justify this sum if it were to declare that
its plan is either to propose further tax cuts between now and 1980
or to set aside z billion dollars to pursue a high investment strategy—
in which case one would presume that the interest rates shown in
the OMB projection would be lower—or that it anticipates proposing
new spending programs after the current moratorium.

The missing element in the administration’s plan is what they
plan to do with that large full employment surplus in 1980.

Similarly, the first concurrent resolution implies a gap between
full-employment revenues and spending in 1980 .although Congress’
higher proposed outlays in fiscal 1976 should make the gap a bit
smaller than the administration’s. No indication has yet been given
on Congress’ plans for tapping the over $130 billion tax expenditures
in 1980, nor on what its view is of the desirability of pursuing a high
investment strategy.

The next step, then, is for the executive branch and the Congress,
presumably aided by the Congressional Budget Office, to put forward
consistent longrun plans based on projections of present law but
supplemented by numbers showing planned outlays, that is, present
law plus cuts plus additions, and planned revenue, which is present
law with cuts and additions, and the implied full-employment surplus
for some ‘“‘out year” for planning purposes. Such a plan ought not
to be rigid, obviously, but its enunciation can be used to guide current
decisions. Questions like, ‘‘will public works bills enacted now squeeze
out preferred public programs later?”’ can only be answered if a
long-term budget plan exists.

At a minimum, looking at the longrun numbers in this way will
force a debate over the right budgetary issues; namely, the share of
public spending, its allocation, and the division of private spending
between consumption and investment.

Thank you.



58

Chairman Proxmire. Thank you, Mr. Hartman and Mr. Gramlich,
and Mr. Blechman. We are delighted that you were able to come, Mr.
Blechman, because I understand you are just back from Europe and
just arrived, so we will have questions for all of you.

Mr. Gramlich, as I understood your statement, you indicated that
the administration’s forecast for 1976 was that you would—was fairly
standard, a fairly standard result.

Now, what you also apparently implied, and perhaps expressed
although I missed it, was that that was a standard expectation on the
assumption which the administration did not make, that the tax cut
would be extended, No. 1, that a cap on civil service pay would be—
would not be insisted on, No. 2, so you would have a looser and more
stimulative fiscal policy, and No. 3, monetary policy will be more
expansive than Mr. Burns has indicated. And yet the administration
with those less optimistic assumptions comes out with the same fore-
cast. So there must be—what is the explanation?

Mr. GramuicH. Well, everything you said is correct. I am not sure
what the explanation is. I think in fairness it should be pointed out
that economic forecasting is a risky business and that nobody can be
that precise in knowing the implications of various policies to be
followed, but everything you said is quite true, and in that sense
while the forecast looks standard, it really is not quite a consensus
forecast.

Chairman ProxMmire. Of these three elements, it seems to me the
fiscal is likely from a realistic point of view to be extended. The tax
cap is probably going to be knocked off. But the monetary policy is
likely to be what Mr. Burns indicates the goal would be, in other
words, around 6.5-percent money supply increase.

Can you give us any notion how that would affect the 1976 unem-
ployment figures?

Mr. GramuicH. Well, I think it is pretty clear that if that happens,
interest reates would begin rising again. I am not going to tell you
how much they are going to rise, nor am I going to tell you how much
it is going to cut into the real GNP growth. I could go back and
work out some estimates, but I think the important policy question
is in this expansion—which everybody agrees has to be a long and
steady one to get back to anything close to full employment—is
whether you want to have premature rises in interest rates, choking
off the growth in real GNP. I think there is a worry that if monetary
growth stays in the 5-to-7 range, that that will happen.

Having said that, let me say that nobody would propose that
monetary growth should be forever above 5 or 7 percent. But at least
for a while, may be a year or so, I think a reasonable target is to aim
for stable interest rates and then let nature take its course if a strong
expansion gets underway. :

Chairman Proxmire. Mr. Blechman, we haven’t heard from you.
You were, as I say—I know you are back in the country very recently,
but you were here during Mr. Lynn’s and Mr. Greenspan’s testimony
this morning.

Mr. BLEcHMAN. Yes.

Chairman Proxmire. What is your recommendation, or do you have
any for reducing unemployment to, say, a 5-percent level over a period
of years, and can it be done without reigniting inflation as the adminis-
tration fears? Do you have any comments on that?
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Mr. BLecuMan. My particular area is defense. I will let one of the
others answer.

Mr. HartMaN. Under the circumstances it wouldn’t be through
expanded defense spending, I think is the answer to that.

Chairman ProxMIRE. What is that? I missed that.

Mr. HarT™MAN. A side remark.

Chairman Proxmire. All right.

Mr. HartMan. 1 think that what is called for is probably a rate of
expansion of GNP in the early stages of the recovery, hopefully some-
what higher than the administration projects. Having said that, let
me say that I think that the implications of the first concurrent
resolution’s budget—if all the spending and revenue projections therein
were carried out—would be to get a somewhat faster rate of growth.

1 think a more important question is what kind of either expenditure
or tax programs to undertake for the long run to insure that unem-
ployment rates will come down, but also to insure that the Govern-
ment is doing the right things, the things it ought to be doing, and
here T would like to make a comment on the current controversy over
public works bills. I don’t think there is any more stimulating effect
over a reasonable period of time from a bill that is labeled a job bill,
or that looks obviously like a job bill, than from any other kind of
Federal spending. In other words, the things that we have put aside
this year, national health insurance, welfare reform, other things that
I think from a longer range perspective the Nation really wants and
needs and Congress is interested in—those kinds of public expenditures
in the long run could have the same stimulating effect as bridges and
harbors and rivers and roads, and I think it is a mistake (0 focus too
much on the short run.

We have already built in through the tax cuts quite a bit of shortrun
stimulus. The taking off of the caps on existing entitlement programs
will provide even more. I think what we ought to be looking forward
to is setting into place needed longrun programs and ultimately, in
3 or 4 years, they will be having approximately the same effect on
employment as any shortrun programs that one can think of.

On the other hand, there is no harm, it is my feeling, in a 9-percent
unemployment economy to having some shortrun programs that are
guaranteed to be temporary. I don’t know how you guarantee that
they remain temporary, and that is a big problem. For instance, I have
some sympathy with cyclical revenue sharing to be put into effect in
the short run if it were guaranteed that it would phase out over the
longer term because from the longer term point of view I think the
Federal Government can find better things to do with its resources
than to have——

Chairman Proxmire. The question that I tried to emphasize was
can you do these things without the inflation which the administration
and many others fear?

Mr. Hartman. Well, I think that most economists who specialize
in the relation between unemployment and inflation—and they have
not been terribly right in the past—would be agreed that from where
we are now, 9-percent unemployment down to, say, the 6-percent
unemployment range, is not really a danger zone—although you
could move too fast within that range.
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I don’t see any real prospects of setting off inflation from fiscal-
policy-induced causes over the next couple of years really, almost no
matter what we do. When we get below 6 percent, the question be-
comes a little bit touchier. How can we go below 6 percent and down
to a desirable target of 4 percent without inflation i1s something that
I don’t really have an answer to. I would not reject some of the old-
fashioned remedies to improve the relationship between reducing un-
employment and inflation, namely, things like manpower policies,
better employment service policies and the like, although they haven’t
been notably effective in the past.

Beyond that, I don’t think we should forget about the possibility
of income policies, of wage-price guidelines. I don’t think we should
set that aside just because we don’t need it now. We don’t, but we
may in a few years, and there is no reason not to begin putting into
plaige the proper organizational structures to deal with wage-price
policy.

Chairman ProxMmire. Let me call on Mr. Blechman for one ques-
tion before I yield to the other members.

Representative BRown of Ohio. We have to leave at 10 minutes of.

Chairman ProxmIgE. I will yield now. Do you want to—either one
of you gentlemen?

Representative Brown of Michigan. Let me just ask Mr. Gramlich
a question. You related budgets to GNP. In dealing with the 1960’s,
for instance, there was a sizable tax cut. How did you treat the tax
cut, as an outlay, or what?

Mr. GramricH. No. Not as an outlay. I just compared expenditures
corrected for cyclical swings in unemployment compensation with
GNP corrected the same way.

Representative BRown of Michigan. Butif instead of tax cuts those
had been outlays, the percentage of outlays would have been—of
income—would have been higher at that time.

Mr. Gramuica. That is right.

Mr. HarTmaN. But the effect of these repeated tax cuts in the past
has really been to bring revenues back down into line with outlays at
full employment. In other words, if we had left the revenue system
alone in the last 15 years we would have much higher revenues than
we have today. We would also have a much more severe recession, so
those tax cuts—I don’t think intentionally—brought the tax system
back into equilibrium with the spending system at a full-employment
level. In other words, the full-employment surplus has not been all
that far from zero until recently. It has averaged about zero over the
last 7 or 8 years.

Representative BRown of Michigan. But the $23 million or $24
million tax reduction bill which we just had in effect could have been
spent under the budget and become a budget outlay which increased
the percentage of the budget outlay to GNP.

Mr. Harrman. That is right.

Representative BRown of Michigan. Mr. Hartman, you said some-
thing that I don’t think has been said very often by economists, and
that is that the national health insurance, some welfare reform,
some of these things would have just as great an impact as a stimulus
as for instance, jobs programs, public works, and so forth.

Mr. Harrman. Right. :
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_Regresentative Brown of Michigan. Do many others share those
views?

Mr. Hartman. If you took a poll among economists, it would be
that any particular kind of public expenditure has about the same
effect on (gNP in the long run as any other particular public spending
program. It occurs to me that is what Mr. Gramlich’s thesis was
about, so why don’t you answer?

Mr. GramricH. One thing I think is important. I agree with what
Bob said, but I think——

Representative Brown of Michigan. Ask the chairman if he
agrees. :

Mr. GramuicH. You would probably have more shortrun stimula-
tion—more shortrun stimulation—of employment with the jobs than
you would, say, with national health insurance and welfare reform,
but I think an appropriate way to look at this is what you get over
3 or 4 years, and there are little differences, but basically they are
not major.

Representative BRown of Michigan. Of course, basically the argu-
ment as you heard earlier when Mr. Greenspan and Mr. Liynn were
here, is that in effect in jobs programs—you get $2 billion back for
every $1 billion you spend. Do you see a similar type return, budgetary
impact, with respect to programs such as national health insurance?

Chairman Proxmire. If the Congressman would yield, I think it
is my point that you get $2 billion back in the housing bill because
the Irederal expenditure triggers a lot of projects. That is——

Representative Browx of Michigan, Excuse me, I didn’t mean
to

Mr. GramricH. Do you want me to comment? National health
insurance raises a lot of questions on the cost side and I am not
quite sure how to make a very precise answer to you there. I guess,
I think the important point to keep in mind, and I think the point
Bob was trying to make, is that in the long run, for budgetary planning
purposes, and that it is our understanding is what this session is all
about, is important to do what you want to do in terms of social
needs, economic needs, and so forth. It is probably not wise to worry
too much about the temporary stimulation of employment, but to
keep your eye on the ultimate objective. I think that is the point
that Bob was trying to make, and that is the point I would also
stress about these measures.

Representative BRown of Ohio. I must say you have yet to make
a better defense of the suggestion that having the Federal Govern-
ment take over the management of the national health insurance—we
have a national health ins-ﬁ‘znce program now except it is in private
hands and doesn’t cover the same way the Federal program is designed
to cover, but now shifting that from private hands into Federal hands
is going to create jobs is something that I must have missed in the
linkup. I just don’t see that, see how that would occur, and I must say
conversely it seems to me if you start—if the Fed starts a public
works program or Federal spending—a program in the defense area,
you do in fact put people to work in jobs. Can you explain to me
either side of that coin, why national health insurance would be more
stimulative of jobs than, say, public works projects?

Mr. HartMaN. I don’t think I said more stimulative, I think I said
roughly equal.
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Representative BRow~ of Ohio. How can it be equal?

Mr. HarrmaN. If you think of a national health insurance program
of a fairly comprehensive variety being fully in effect, Ned did indicate,
and I agree with him, if we are looking 6 months ahead there is no
question that jobs programs are more effective—we couldn’t have
national health insurance in 6 months—but if we look at it by the
time it was fully into effect and fairly comprehensive a plan, the
reason it would stimulate jobs to the same extent as any other equiva-
lently expensive public program is the following. First of all, there
would be some expansion in output in the medical sector. One of the
effects of the national health insurance is that some people will use
more medical facilities than they now use and in the longrun the
supply of such facilities can be expanded. But more important

Representative BRown of Ohio. We have a lot of empty beds right
now.

Mr. HartmAN. We do have empty—my understanding is that it is
hard to make the case that there are shortages of beds as a nationwide
proposition right now.

Representative BRowN of Ohio. So I don’t see how that translates
into the expansion of facilities immediately. You may in the long run.

Mr. Hartman. By facilities, I am sorry, I didn’t necessarily mean
hospital places. I mean, just more medical services.

Representative BRown of Ohio. You mean personal services?

Mr. HarTMAN. Drugs, personal services, the whole—whatever goes
into health care. But this is not the main point. The main way that
national health insurance would stimulate economic activity is really
not in the health sector. It is that a lot of people are now spending
their own money, part of their own earnings, on health care and if
that were shifted into a public activity, there is no reason to believe
that the money previously used for private health expenditures would
be saved. People would be spending it on something else. I don’t tell
you what that something else is, but the fact is those other expendi-
tures that people undertake will create jobs and income.

Representative BrRown of Ohio. Slow up a minute, because doesn’t
that mean that the money has to come from someplace and you even
manufacture the dollars or you take it from them in taxes? One way
or the other you have done that. I understand how if you just print
dollars up and pay for health services with those dollars that you
stimulate the economy some. That isn’t what we were talking about.
We are talking about whether or not that would be more stimulative
than, say, public works jobs and I am hard pressed to see how those
two things relate.

Mr. HartMAN. Well, T agree that the answer to our question ought
to ignore the means of finance because that would apply to jobs bills
as well as to health insurance. The point is that the two kinds of
public expenditures ultimately will have their major effect on employ-
ment and real output through the secondary and subsequent rounds
of spending. The main reason you get jobs out of the national health
insurance program, is not because of the direct moneys the Govern-
ment is spending for health, but out of the respending of the initial
public outlay on all kinds of other consumption and related items.
That is the major effect of a public jobs program, too. Ultimately its
biggest effect on employment is not the direct hiring of the person
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through the Government program, but it is on the income that is
created in the first round, generating spending and jobs in later
rounds. If you think about it that way, there isn’t much difference
between different kinds of public spending programs.

Chairman Pro xMIRE. If the Congressman will yield—in other words,
I think what you are saying is that if you spend $5.3 billion this year
on health insurance programs or any other program, it would have
roughly the same effect of spending $5.3 billion in a jobs program.

Mr. Hartman. We can’t really do it in health insurance this year—
but, if we could, the answer is yes.

Representative BrowN of Ohio. It is my point that the Federal
Government taking over expenditures that are currently being made
for this purpose, taking over the private insurance sector, taking over
the decision with regard to which health expenditures have Govern-
ment sanction and which ones might be made privately, is not going
to stimulate jobs. It really is just an orientation of control, not an
increase of services, unless you consider that you are going to determine
the nature of those health expenditures and expand them vigorously.

Now, if you expand them vigorously, then I think that you could
do just as well and perhaps better, and that is the defense I can’t—I
mean, that is the argument that I haven’t quite heard made yet, why
you would do so much better in expanding health services than you
would in expanding public works services, for instance, or housing or
any other production of physical assets that seem to have a balance
effect further down the road than public health expenditures.

Representative BRown of Michigan. May I extrapolate upon your
basic premise that dollars spent by the Federal Government have the
same impact as far as economic stimulation to say that really $50
given to 10 people in the way of tax reduction has the same implication
as $500 given to one?

Mr. Harrman. There you have the question of what would be the
effect on savings which I think is also the answer to Mr. Brown’s
question, too. If savings rates in the economy don’t change, then what
Congressman Brown said about health insurance really is not right.
The only way that health insurance would have less of an effect than
a job program is if there was some change in the consumer saving rates.
If there isn’t, that means they are going to spend it on something else.
Now on the question you are raising here on tax cuts, I don’t think
most economists have a good answer as to whether the size of the tax
cut for a particular person is going to affect the degree to which he
spends it. If T had to give you a best guess, and I think most people
would agree, it is that it wouldn’t make any difference once again
whether the $500 is given to the one person versus $50 to 10 people.
The same fraction of that $500 will probably be spent maybe at a .
different rate, maybe taking 3 months instead of 1 month in one case
than the other, but generally speaking, I would say economists have
not been able to find a regular relationship between the size of a
windfall tax cut and the degree to which it leads to spending.

Representative BRown of Michigan. I just want to say you know
we are agonizing over an awful lot of legislative proposals here in the
Congress about trying to rifle in on things when really all we have got
to do is just spend a budget deficit of $68.9 or whatever it is, and it
doesn’t make any difference where we spend it. It is going to have the
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same economic impact as far as recovery from the recession is
concerned.

Mr. GramricH. No; I think that is not the implication. I must say
I don’t quite agree with Bob that the differences in spending can be
ignored, but I think they are distinctly minor relative to the differences
in the effect of the program on the econondy or society. I mean, if you
cut taxes for high-income people or low-income people, obviously it
has an effect on the income distribution. It may not be too much
effect on unemployment and output, but it is obviously a very im-
portant question and we are trying to say that Congress ought to keep
its eye on the important question and that temporary employment
stimulus is a much less important question and probably not that
different in various programs.

Chairman ProxmIRe. Congressman Hamilton.

Representative HamiLTon. Gentlemen, I want to say first of all that
the series of books you and your colleagues have put out on setting
the national priorities have been extraordinarily helpful to me, and
I am looking forward to the new book when it is out. I commend you
for these volumes.

As I understand it, you three have been working on the 1976 budget
since the figures came out, so I have only this question.

As a result of your studies so far, what are your major criticisms
of the 1976 budget? I know that calls for value judgments, taking
you outside your role as economists. How would you summarize your
major criticisms?

Mr. GramricH. We each have our own bailiwick. I think that in
terms of the economic stimulation, the problem is that the stimulation
is modest.

Representative Hamiton. Too modest?

Mr. GramuicH. Yes. Also there are a set of things about energy
I don’t really want to get into.

Representative Hamirron. I want your general impression at this
moment.

Chairman ProxMire. Mr. Blechman?

Mr. BLecEMAN. In the defense area, our finding is that the admin-
istration’s projections of the future cost of its defense program are
underestimated. We project the defense budget each year based on
the administration’s statements and we come up with real growth in
baseline obligational authority of almost 5 percent per year. The
administration claims that real growth will be closer to 2 percent per
year, I believe. That is one area.

I also have specific reservations on various aspects of the defense
prodgram, but I don’t think we should get into them.

hairman Proxmire. Mr. Hartman. .

Mr. HarT™MAN. On the domestic side of the budget I think that the
principal thing that was proposed by the administration—which is
still a part of its midsession projections, with small modifications—was
the cost-of-living modifications, the caps on the programs and assorted
other cuts in medicare and other programs. Our feeling is that first
of all this was undertaken from a shortrun, fiscal policy point of view.
It really is uncalled for. The economy is very weak. There is no need
to be so tightfisted. If it was undertaken from a long run point of
view as a means of bringing about efficiency in domestic spending,
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we find a 5-percent cap is a very blunt instrument to use and there
aré many problems in the various entitlement programs that could
better be solved by various kinds of structural reforms, some of which
we deal with in our book. That would have been the preferable way
to go in trying to reform domestic programs.

Representative Hamivron. Thank you very much. Thank you,
Mr. Chairman.

Chairman Proxmire. Thank you. I would like to make one obser-
vation with respect to Congressman Brown’s comments with respect
to spending. I think that the kinds of spending we do is important in
two respects. No. 1, the timing of that spending. It is possible for us to
appropriate funds that won’t be spent for 4 or 5 years. In public
works that has happened again and again, and in defense and in many
other areas, so if we are going to stimulate employment, timing is
important.

The second point is whether that spending requires and successfully
achieves a degree of stimulation of private spending that would other-
wise not occur. That is why the housing bill may or may not be effec-
tive, but it is designed to be. If, for example, in order for a homebuyer
to get a 3-percent subsidy, reduce the mortgage rate from 9 to 6 per-
cent, he has to agree to buy a house with that enormous expenditure
and borrow that much money and then agree to make payments over
many years, obviously that has a very stimulative effect for each
dollar of investment that you make, or at least it does to the extent it is
effective.

I think those distinctions are important if you are thinking of stimu-
lating the economy.

Representative %ROWN of Ohio. If the chairman will yield, I concur
heartily, and it seems to me medical expenditures which require some—
not necessarily all doctors—but some sophisticated training as opposed
to somebody who pounds nails with a hammer, really might be a some-
what slower feeding of funds into the public sector, the private sector
if that is the way you want to do it. It is not my contention that it
made no difference. It was the witness’ contention.

Representative Brown of Michigan. I might say I quite concur on
the two points, although I don’t necessarily say that the points apply to
the examples submitted.

Chairman Proxmire. Mr. Blechman, T understand as you indicated
in your analysis of the Defense budget through 1980, it shows a resal
increase of 4.9 percent annually on the baseline. Now, you have got 2
percent for manpower and 7.8 percent for procurement and other non-
pay items. Can you explain your analysis and indicate—I think it is
very important to show where the administration is wrong if they are
wrong in their indication of defense. This morning I got a tacit ap-
parent agreement out of the Secretary—rather, the Director of Man-
agement and Budget, Mr. Lynn, that the increase is 4 percent rather
than 2 percent, 4-percent real increase. That differs from your estimate.
At any rate, how do you—why do you differ? Where have they gone
astray in your view?

Mr. BLEcHMAN. In 1980 there is about a $6.5 billion difference be-
tween the two projections. Half of that comes from the manpower area.
Defense considers all increases in military and civilian pay to be strictly
a matter of inflation, whereas we consider that portion of Federal
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salaries that are increasing faster than the CPI to be a real increase in
defense costs; that factor adds about $3.2 billion to the budget in 1980.

The other part comes from the projections of the procurement,
R. & D., and military construction programs. What Defense did in its
presentation was to assume that there would be a 4-percent real in-
crease per year in those programs, based on rough estimates of the life
cycles of major weapons and the real increase in the cost of new
systems as they have been introduced into the inventory over the past
10 years.

What we do is to take each major weapon system and project the
size of the buy and the cost each year. Defense does that also, of
course, internally, but they have not made those figures available in
their projection. What we come out with is that if you implement the
administration’s program, if we take the administration on its word
as to how many tanks they will be buying, how many aircraft, and so
forth, the increase in procurement is quite substantial in real terms.

Chairman ProxMire. It is indeed. Have you had any comment
on this from the—you have released this publicly, of course. Have
you had any comment on this from the Defense Department?

Mr. BuecamaN. They know that they differ with our projection,
but they will not identify which areas specifically. I might add that,

Chairman Proxmire. Has there been any attempt to elicit that
from the Secretary of Defense?

Mr. BreEcaMAN. Drafts of our chapters are circulated to various
official, but we are desling on an unclassified basis and they
cannot.

Chairman Proxmire. Well, as chairman of this subcommittee I
think we will write to Secretary Schlesinger and ask him to defend
their estimates in view of what seems to be the very logical and strong
position and analysis and criticism that you have.

Mr. Gramlich, in your long-range projections you estimate that
tax receipts will be higher than the administration’s projections
Jargely due to the response of taxes to inflation. Now, if this 1s right,
it would mean a much smaller deficit. Could you explain the difference
in your estimates?

Do you have any thoughts on the colossal misestimate of 1975
receipts recently disclosed?

Mr. GramricH. 1 have not gone through the back rooms of the
Treasury where they make these estimates, so I do not know exactly
how they did it and what they did. We can compute from the numbers
OMB has helpfully made available to us in some background work-
sheets that the income tax elasticity—the response of personal income
taxes to growth in personal income—in their projections is about 1.2.
That is to say that if personal income rises 10 peccent, they would
calculate personal income taxes rising by 12 percent.

There have been a lot of studies of this and many studies have been
done at Brookings, and the upshot of those studies is that the number
is more like 1.55, not 1.2,

I note that there is a sentence in the President’s economic report
which indicates that their estimate is even higher than ours. I would be
pleased to read that if you want. I do not know why the longrun
budget forecasts have assumed elasticity as low.as 1.2, but it is a very
low estimate given the work that has been done on this question, and
it turns out to be a very important matter in longrun forecasting.
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that and try to elicit their response.

As you say, the fact that their council estimated this as 1.6, which
is a little higher than those, means there is a conflict of judgment
apparently, and we will try to reconcile that.

I would like to ask Mr. Hartman, would you agree that, from an
economic standpoint, the defense budget is one of the least efficient
ways to provide fiscal stimulus, or do you think that defense is as
good or a better way to provide stimulus?

Let me indicate why I am asking that question after all the back
and forth discussion we have had.

It seems to me it is a poor way to stimulate the economy and there
are long lags between many types of defense appropriations and
actual spending, and another reason is that the regional effect of
defense spending may not be what is needed. Enormous_effect in
California; very little effect in Wisconsin where we have little defense
gctivity. Big effect in Massachusetts; much less in a number of other

tates.

Mr. HartvMaN. Let me comment on the two aspects that you
mentioned, the timing and the regional effect. On the timing part,
what you say is certainly right for defense procurement, research,
construction budgets. However, a large part of the defense budget
is in manpower, and there the payout rate is as fast as in any other
part of the budget; so I would have some reservations about what you
say. It would really depend on the composition of the defense budget
as t6 whether it is slow to generate outlays or fast to do so.

On the regional impact, I really do not have too much to say. My
impression was, however, that if we look at all the secondary effects
of defense spending it is not as highly concentrated as the initial
effects of contract letting, but I do not really know as much about
that. If it were really the case that it was highly concentrated geo-
graphically, then if all the Federal Government was doing was to
engage in defense spending, you get a very imbalanced growth in the
economy. But since defense is part of an overall package, I do not
see why its stimulative effect ought to be less. The fact that more is
spent in California does not say anything about the overall stimulus.

Chairman Proxmire. Is not there usually, under some certain
circumstances, an inflationary bias to defense spending when your
resources are fairly tight? The reason I say that is, if you spend money
on manpower training, or spend it on housing, you are supplying an
economic good, more skills, more houses. When you spend it on
aircraft carriers and machine guns, you are not providing anything
that people go into a supermarket and buy. So, you are increasing
demand by increasing your expenditures in the economy, but not
increasing the supply of any good.

Mr. HarTMAN. In terms of increasing the ability of the economy to
produce goods and services, I am not sure I would cut things by
defense and nondefense. I would cut things in another way. Transfer
programs, for example, which are a very large part of the budget, do
not directly increase the supply of anything. They just provide income
to individuals. On the other hand, building roads or doing other things
that facilitate commerce would certainly have an effect on increasing
the overall productivity of the economy. I would be hard put to say
whether the defense or nondefense budget is more heavily endowed
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with capacity-producing things. The Defense budget has some
indirect effects on productivity through some of the research and
development, which does end up in the civilian sector, although I
think that has been overplayed in the past. A good part of the non-
defense budget is not in supply-oriented things, so I do not have a
judgment about the overall effects of either defense or nondefense
budgets on productivity. I am pretty sure that that is not the basis
on which we ought to decide whether we should have more or less
national defense.

Chairman ProxmiIre. I certainly agree with that. It is just my
feeling that defense spending by and large under some circumstances
tends to be somewhat more inflationary.

Mr. BuecamaNn. I might add that there have been some studies
showing that the secondary effects of defense spending on employ-
ment are less than spending in domestic areas; for two reasons. One
very simple reason is that some part of the defense budget is spent
overseas, so that there is no secondary effect here. That portion of the
defense budget affects the Japanese or German economy rather than
our owm.

Second, there is some indication that some end items, like fighter
aircraft, will have a lesser secondary effect on employment in this
country than funds spent on other programs.

Chairman Proxmire. Now, Mr. Gramlich, you state in your
analysis that Government prices are rising faster in real terms than
are other prices. Can you explain the phenomenom, explain its
significance?

Mr. GramuicH. Yes. That is a complicated matter. The whole
reason—the entire reason for it is that the Government budget is
largely made up of the wages of people that we have no way to
evaluate the productivity of. The only way the Departments of
Commerce and Labor statistics can compute a price index for Govern-
ment purchases is to just use the gross increase in the Federal wage
scale. If it is true that Federal workers are more productive over time,
then, in fact, that is not a real increase in prices, but it does not appear
that way because the wages keep rising year after year. And, so, it is
awfully hard to know what to make of the fact that the price of
Government purchases is rising more rapidly than other prices. It
could be. But 1t could not be. And we just will never know until we can
better evaluate the productivity of Government workers.

Chairman Proxmire. Mr. Blechman, I have the impression that
many, if not most, of the cuts in defense mandated by Congress in
recent years did not have much permanent effect on the defense
program. That is, we have delayed or stretched out some programs,
deferred others, but have not made any real changes in the force
structure. Incidentally, we are beginning in a few minutes a debate on
the defense procurement bill and our whole defense posture. It will be
the first full dress debate of this kind that we have had, and I am
looking forward to taking part in it. It will take most of this week
and, perhaps, next week, too.

At any rate, will you comment on this situation where we seem to
have had very little effect on the size of the budget? We may have
stretched it out, but we have not reduced it. And indicate how, in
the current budget request, Congress might make real changes in a
responsible way.
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Mr. BrecamaN. Yes. Well, for example, last year Congress cut
the defense request by nearly 7 percent, yet it did not change any of
the policy departures which would cause a large increase in defense
spending over the rest of the decade. As a result, when the request
came back this year, there was the same, in fact, a little larger,
increase in defense spending.

What the Congress typically does is to look for large first-year
savings, thus it will do things like cut the number of & weapon system
bought in that year, but not the overall program objective for that
system.

Similarly, it will slow down R. & D. programs but not kill the
program altogether. Or, it will cut the operating budget but not
legislate a reduction in manpower.

Chairman Proxmire. The tactical way that operates in the Senate,
and probably in the House, is that the Armed Services Committee
will come to the floor with a budget and say, now, look, we have cut
this 10 percent or 8 percent below the administration’s request. It is
already a barebones budget. But this is what they do. They cut the
first-year stuff. They do not cut the program or they do not eliminate
or reduce the program. So, as you say, they come back then with
a bigger program tbis year to make up for it.

Mr. BLecaman. Right. If you want to have a lasting impact on
the Defense budget, then you have to deal with the basic strategies
and the purposes of the forces. What we do in the book this year is
to show some alternative budgets which are geared to making changes
over a 5-year period. For example, we reduce forces maintained for
Asian contingencies. What this sort of an approach does is to lead to
small savings in the first year. For example, if you look at our lower
budgets, you would only save $1.9 billion in budget authority in
1976, However, those changes result in reductions in the fiscal 1980
budget of nearly $12 billion, which would be more than a 10-percent
cub %rom the projection of the administration’s program.

The main difference is whether your focus is on the near term—I
am afraid most of the Congress’ incentives are directed that way—or
whether you can look further ahead. That is why we think it is
extremely important, particularly in the defense area, but certainly
not to exclude any others, to do planning on a longer term basis
than it is done now.

Chairman Proxmire. Mr. Hartman, in your book you take issue
_ with a statement Secretary Simon gave this committee recently te
the effect that existing claims tend to exhaust national output in the
future, even assuming rapid growth, and that if new commitments
are made, existing claims must be eliminated or curtailed. Why do
you disagree with Secretary Simon?

Mr. HartMan. I think Secretary Simon’s statement is right only
if you assume that the Government share should be held down in
the long run, or if you assume there will ultimately be big tax cuts

in the future.
~ Let me get very specific. If you look at the midsession review,
reestimate, the administration is projecting in 1980 a budget of $482
billion or $483 billion. They project—even not corrected for full
employment, and in putting in our allegation of underestimates—they
project revenues of $504 billion; $504 billion is more than $20 billion
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higher than their projected outlay budget. That suggests to me that
there is no overcommitment of the budget out in that future year.
And I—the numbers I have just given you are all designed to prove
Mr. Simon’s point as best can be done. It seems to me that what lies
behind that statement is a feeling that public expenditures should not
rise above, say, its 1960 level in relation to GNP, and, indeed, if you
want to hold public spending down to something like 17 percent of
GNP, then current programs are excessive.

We will overshoot that target. But, once you allow for the growth of
the economy, the fact that the tax system at present at least, is going
to be generating a lot of revenues, I do not see why any new initiative
has to be replaced by a cutback in existing programs.

I really think that the administration’s own numbers do not prove
the case unless they are supplemented by some extra additional
assumption, namely, that the public sector is somehow too big now
and must be cut back.

Chairman Proxmire. Well, if I could follow up on that particular
observation with Mr. Gramlich, I understood you to indicate that—
perhaps, it was Mr. Hartman—one of you indicated that 19.6 percent
was the portion of gross national product spent by the public sector
and, of course, this overlooks the very large and very rapidly rising
amount spent by the State governments and local governments rising
much more rapidly than the Federal spending and together making
between 35 and 40 percent of the gross national product.

I think there are many people who feel if that continues to rise with
national health insurance and other things that seem to be on the
horizon, that we may be in inflationary difficulties in the future.

Would you acknowledge that you have between 35 and 40 percent
public expenditure if you include local and State spending, and would
you also acknowledge, or not acknowledge, that local and State
spending is influenced very heavily by Federal policy?

Mr. GramricH. I do not have a specific number for State and local
spending, but make sure that you took out the portion due to Federal
grants, %ecause that is, in effect, double counting if you just add the
totals together.

Chairman ProxMIRE. Yes, but you see what I am talking about are
matching funds that often would not be spent by the State govern-
ment if it were not for the Federal Government, for example.

Mr. GramuicH. It may be that you should worry about that but it
is inappropriate to just add the two together. You have to add them
and then subtract the Federal grants.

Chairman Proxmire. The figures I have got are corrected, I
presume, for this.

Mr. Gramuicr. OK. Fine. I think all we are trying to say is that
we are just trying to put some of the rhetoric in perspective. It is true
that the State and local share is rising. I th.inﬁ)s it has risen about
3 percent in the past 15 years. The Federal share, as we try to argue,
is approximately stable under most calculations of what is going to be
the budget this year. When you look up to 1980, I think the appro-
priate way to do it is to try to aim at the kind of Federal share that
you want. On one hand, it is possible to get back toward the 1960
share if we declare a moratorium on new programs for a while. It is
also possible to get back there with programs if you make some cuts.
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We are just trying to put these longer numbers in perspective, and I
think that the appropriate way to think about them is in the share of
output devoted to government.

Mr. Hartman. I think also it is important, Senator, that you
have said if the public sector share increases it will have inflationary
impact. I think that is really a question of taxes. If we are willing to
pay for a larger public sector share, there is no reason why there
should be particularly inflationary consequences for the economy. In
fact, the present tax system will grow so fast by itself because of its
responsiveness to economic growth and to inflation that we might be
able even to enjoy tax cuts in the long run and a larger public sector
share, both.

Chairman Proxmire. But the difficulty, you see, is that there is
such a complex amalgamation of taxes. If we just had—I think many
of us think when we talk about taxes about the Federal income tax,
which has been reduced rather consistently. On the other hand, the
payroll tax has gone up consistently, and that is quite a burden. The
property tax has gone up in many parts of the country, certainly in
my State, and other areas, and while personal incomes have gone
down in the Federal and State level, they have gone up in many areas.

When I talk to my constituents they are pretty unhappy about
the level of taxes. You can see a situation, not only in New York
but all over the country, where mayors and Governors are having to
have draconian cuts in services because people simply will not accept
any further increases in taxes. They just will not accept it.

There is a very powerful resistance to it. And it seems to me that
under these circumstances it is very hard to justify a relaxed attitude
toward Federal taxing and spending. We have to ease up here so they
can do the job that seems to be required at the State and local level.

1 have got one final question, Mr. Gramlich, for you. Do I under-
stand you to feel that the monetary policy targets recently announced
by Mr. Burns are consistent with the administration’s forecast for
1976-76? 1 think you indicated earlier they might be.

Mr. GramuicH. They are inconsistent with the GNP forecast on
the one hand, and the interest rate forecast on the other. Yes, sir. I
think so.

Chairman Proxmire. Would you regard it as desirable for that
5 to 7% percent to be abided by by the Federal Reserve?

Mr. Gramuica. No. _

Chairman Proxmire. Or would it be better from your stand-
point

Mr. Gramuics. I think my prescription for monetary policy would
be that for, let us say, a year or two the Fed ought to do what it takes
to prevent interest rates from rising. After that time, as Mr. Greenspan
said, you just cannot tell at this point. But I think in the early stage
of the expansion, it would be unwise to stick to the Burns proposal
because it would do two things that are undesirable right now. One is
it would endanger the prospects for the recovery, and the second, it
would aggravate the compositional problems that we are already
having from the very tight policies in—monetary policies—in 1974,
such as the sharp reduction in housiug and to a lesser degree in plant
equipment investment.

I think both of those sectors need to be stimulated and if monetary
policy is not expansionary, they will not be.
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Chairman ProxmIire. Do you other gentlemen agree?

Mr. HartMAN. Yes.

Chairman Proxmire. Well, gentlemen, thank you very, very much
for most helpful and useful testimony. Your work is most welcome
and timely and useful to us in the Congress.

c The subcommittee will stand adjourned, subject to the call of the
hair.

[Whereupon, at 12:30 p.m., the subcommittee adjourned, subject
to the call of the Chair.]
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